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I. THE CHANGING KEYNOTE 


E fifty years which this university is now celebrating— 
in fact, the last thirty of those fifty years—have witnessed 


a transition in the key and tempo of our life, thought, and 
feeling, from an atmosphere of easy optimism, confident in as- 
sured progress within an established social framework, to a state 
of supreme emergency in which everything we stand for is fighting 
for its life, including the spirit of reasonable co-operative readjust- 
ment, on which evolutionary progress depends. The relation of 
government to the economic system has been revolutionized in an 
even shorter time—little more than a decade. 

The dominant economic fact of the nineteenth century was the 
amazingly rapid development, by private enterprise, of the powers 
of production inherent in machinery and applied science, with the 
aid of a progressively growing equipment of industrial capital. In 
this process private enterprise displayed abundant, if irregular, 
energizing force. The task of government was to restrain abuses 
incidental to this exuberant expansion. 

In contrast to this the dominant economic problem of the pres- 


* A paper read at the University of Chicago on September 23, 1941, in connec- 
tion with the celebration of the Fiftieth Anniversary of the University. 
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ent generation arises from failures of the energizing forces gen- 
erated within the system of private enterprise. Further growth of 
productive power is still an important matter, but the crucial lim- 
iting factor is the capacity to activate the forces we already pos- 
sess. These failures have taken the form of intermittent cyclical 
depressions, culminating in an unusually long and stubborn period 
of semistagnation, suggesting a new and more serious form of the 
disease. The present defense boom is an interlude, proceeding 
from an extraneous stimulus. In the long run, barring unforesee- 
able good fortune, this problem of stagnation will be the domi- 
nant preoccupation of government in relation to the economy. 
Political government, accustomed and adapted to restraining in- 
cidental abuses without fear of unduly weakening the main forces 
at work, now faces the very different task of strengthening those 
main forces. For this new function its adequacy remains to be 
determined. 

It is also rapidly acquiring the task of umpiring the distribu- 
tion of the nation’s product between farmers, laborers, and vari- 
ous business groups. Here again the government is grappling, not 
with incidental abuses, but with the central features of the eco- 
nomic system. These, then, are the keynotes of the relation of 
government to the “economy of the future.” 

Obviously, the possible outcomes are too numerous to be ex- 
hausted in a volume, let alone a brief paper. The very setting in 
which the attempt will be made is bound up with all the uncer- 
tainties attendant on the outcome of the present world-war. For 
present purposes I shall assume that the war itself will not destroy 
the general framework of our present system and that, if this does 
succumb, it will be as the outcome of the struggle to win the 
peace, not as the direct consequence of the war. In other words, 
I shall assume that we start out with the existing system, using 
measures the purpose of which is to make it work more steadily 
and nearer to capacity and which do not have the conscious and 
definite purpose of uprooting the system of (qualifiedly) private 
enterprise and replacing it with something basically different. 
These measures will presumably include provision for those who 
cannot find a self-supporting place in the system, and also con- 
tinued efforts to reform particular abuses. 





GOVERNMENT AND THE ECONOMY OF THE FUTURE 799 


Such a policy presents grave difficulties, and success will not 
come easily. In order to show how important it is that we do 
succeed, even though this requires us to readjust rights and sacri- 
fice privileges, I will first consider the alternatives that face us in 
case of failure, with an eye to their consequences and their costs. 


II. SOCIALISTIC POSSIBILITIES 


One outcome which I shall spend no time considering is a cha- 
otic breakdown, leading to a violent totalitarian revolution, re- 
placing democracy with a communist or fascist dictatorship. Not 
that such an outcome is unthinkable, but there is no need of labor- 
ing to convince this audience that it would be the worst possible 
disaster from the standpoint of those values we all hold supremely 
important. But one cannot dismiss so lightly the possibility of a 
more orderly shift to a collectivistic system which would be, in 
its original conception and purpose, democratic. This might come 
as a result of a deliberate change of policy due to growing dissatis- 
faction with the results of the more limited methods. Or it might 
come as the result of a breakdown, necessitating the taking-over 
of industry by the government or under its sponsorship. Or it 
might come from a mixture of reasons, including the possible sabo- 
taging of less radical policies by those who do not want them to 
succeed. 

Suppose for a moment that a socialistic system is to come by 
deliberate democratic decision and planning. It has been pointed 
out that such a far-reaching program requires a substantial term 
of years to show the kind of results that might afford a fair test 
of its success. The same would presumably be true of a decision 
by an established socialistic government to return to private en- 
terprise. Private enterprise could not show its capabilities if it 
were exposed to a heavy probability of being resocialized in two 
years or in four. Therefore a new system of either sort needs more 
security of tenure than is possessed by an administration in a re- 
sponsible popular government, which must bend its policies to the 
need of winning the next election in the face of terrific efforts on 
the part of the opposition. 

This suggests that the decision to adopt an outright socialistic 
system is of the order of constitution-making. The issue should 
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be opened and the decision made only at fairly long intervals, 
and a change should not be undertaken unless it has support as- 
suring greater continuity than is afforded by a bare momentary 
majority. This issue is hardly suited to be the continuous football 
of current politics. This carries the further suggestion that if the 
administration wants this decision made, and the formal constitu- 
tion is not sufficiently responsive, the change is likely to be made, 
and stable administrative tenure secured, by extra-constitutional 
means. This would mean, in effect, a dictatorship. 

This may not, however, be inevitable. Let us suppose that this 
hurdle is safely passed, and also the further hurdle of maintaining 
an adequate flow of investment and efficient operation in those 
sectors of industry which have not yet been socialized, but know 
that they soon will be. We assume, then, that a socialistic system 
is set up, with central administrative authority resting in a gov- 
ernment which, as far as political forms go, remains democratic. 
Will it have the conditions necessary for genuinely operative de- 
mocracy? 

One thing which is, I believe, too easily taken for granted in 
discussions of socialism is that, because the original conception of 
socialism is democratic, the working reality will embody demo- 
cratic conditions and display democratic tendencies. This idea 
needs to be most searchingly scrutinized. 

The basic condition of democracy is that the official is respon- 
sible to the citizens and that the citizens have ultimate control 
over the official. This requires that the official shall not meanwhile 
have the citizens at his mercy. They must have some kind of in- 
dependent status which the official cannot destroy. In an econom- 
ically simple democracy this is roughly secured by individual 
rights of property and contract, defined and protected by an in- 
dependent judiciary. Where many citizens are hired employees, 
the key to the situation is the security of the job against interfer- 
ence for political reasons; and this hinges largely on the existence 
of many employers, themselves independent. Where every em- 
ploying unit is an agency of the state, the power of administration 
to punish political opposition and criticism becomes a thing of 
very sinister possibilities, even if hedged about by formal consti- 
tutional restraints. Too many subtle forms of pressure are avail- 
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able, and an administration needing continuous tenure (as al- 
ready mentioned) will itself be under tremendous pressure to 
use these leverages. Workers who expect to own the government 
after the government has taken over industry should think fur- 
ther. 

Again, the organs for the formation of public opinion must be 
independent; and this includes the publishing of newspapers, pe- 
riodicals, and books, the stage, the moving picture, and the radio. 
It is hard to see how state control of these can be consistent with 
freedom of political criticism and opposition. Nor is it exactly 
easy to see how healthy private enterprise can be maintained in 
these fields if they stand alone as the only forms of private enter- 
prise. 

All in all, it seems highly likely that an established system of 
centralized administrative socialism would tend powerfully to- 
ward making us, not independent citizens of a truly democratic 
community, but subjects of a nonresponsible bureaucracy, with- 
out effective rights of criticism and opposition. If this is truly the 
case, we should think more than twice before adopting this solu- 
tion to the dilemmas of private enterprise, and we should be pre- 
pared to do much and endure much in the search for some less 
stereotyped answer. 

Another suggested form of socialism is one in which the eco- 
nomic units would themselves be democratic—let us say, a pro- 
ducers’ co-operative for each industry—and these would be joined 
in a system which would be federative and not centralized. The 
difficulties here are different but no less real. They sum up in the 
proposition that this system would still exhibit most of the char- 
acteristics of the present system which are now responsible for its 
failures to operate steadily and close to full capacity. 

Single industries now have the incentive to time their invest- 
ment outlays in a fashion which makes them go by irregular 
spurts. They also have the incentive to limit output in order to 
maintain price at the expense of other industries. And the gov- 
ernment is handicapped by having to act on these industrial in- 
terests from outside, and largely by indirect means. A system of 
federative socialism would still exhibit all these characteristics. 
In fact, the incentive to restrict output in order to maintain price 
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might be stronger than before, since each industrial group would 
be acting, not simply to increase profits, but to “maintain an 
American standard of living’ for its workers; and it might defend 
this aim more stubbornly than profits are now defended. On the 
other hand, such groups might have more respect and sympathy 
for one another’s self-seeking ambitions if brought face to face 
with them, with the suspect claims of the separate profit-taker re- 
moved. But it is not safe to trust to this when the pinch comes. 

So far as depression is rooted in excessive saving due to an un- 
precedentedly large national income and aggravated by a too un- 
equal distribution, a socialism of federated co-operatives would 
make some difference, in three main ways. It would presumably 
reduce the inequality of distribution and extend the application 
of the social security principle. Also, if the past history of pro- 
ducers’ co-operatives means anything, this system would prob- 
ably mitigate the embarrassment of a national income larger than 
private enterprise has lately succeeded in using, by reducing the 
productiveness of industry. As to this last, it is doubtful if we 
are exactly ready to welcome this type of remedy. And as to the 
other two, progress in these directions is almost certain to occur 
in any case. 

Without developing the argument in detail, it seems highly 
probable that the federative type of socialism would either tend 
to be transformed into the centralized-administrative type, via a 
victory of the central government in its inevitable struggle with 
the constituent bodies, or it would bring us no nearer to solving 
our central problem. If this problem could be solved by the fed- 
erative type of socialism, there is every reason to suppose that it 
could be solved by essentially similar means under a system de- 
veloped out of the one we now have, since the elements of the 
problem and the means by which it would have to be attacked 
would be basically alike in the two cases. 


Ill. THE ECONOMY: DETERMINANTS OF ITS 

RATE OF OPERATION 
The actual approach to this problem will be nonrevolutionary. 
As the present defense boom tapers off, government will search 
for substitute stimuli growing out of its past experience. This im- 
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plies that it has an understanding of the specific causes of depres- 
sion in the existing economy, or at least has theories about them, 
on which it is willing to act. These causes are many; but they 
may be brought to a focus in the fact that in our economy income 
arises from the spending of funds, for consumption or for capital 
outlays, and the income is renewed by being respent. If present 
income is not fully spent, future income will diminish. No one in- 
dividual can make himself rich by merely spending; but his income 
depends on the spendings of others, and theirs depends in part on 
his spending. In our system the most sensitive and crucial sector 
in the flow of income and spending consists of capital outlays by 
private business enterprise. When these outlays exceed the in- 
come not otherwise spent, expansion or boom follows; when they 
fall short, there is depression. 

But the flow of money incomes is not the whole story. The im- 
portant thing is real incomes and the volume of real employment. 
An increase in the monetary flow may be wholly or partly ab- 
sorbed in increased prices and wages, as wartime inflation should 
teach us, and may mean little or no real economic expansion. In 
respect to this feature of the system, one of its outstanding char- 
acteristics is the extent to which effective resistance to deflation 
of wages and prices is becoming general, even at the cost of idle- 
ness for labor and capital. Most commodities and services are 
felt to have a relatively inelastic demand, so that a reduction of 
price or wage will not increase the physical volume of sales, or 
employment, sufficiently to increase total money receipts, let 
alone net receipts above costs of production. Adjustment of 
supply to demand via the mechanism of prices is becoming in- 
creasingly sluggish and incomplete. 

Among economists, also, there is doubt whether general up- 
ward and downward movements of prices and wages are effective 
instruments for countering pressures toward increasing or decreas- 
ing total demand. Sharp and general price declines involve busi- 
ness losses, and their net effect is likely to be a contraction of total 
real spending rather than an expansion. And wages, for example, 
have a twofold role, being at once the cost to industry of employ- 
ing labor, and an important source of income on which the sale 
of most classes of products depends. Given existing productivity, 
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higher wage incomes mean also higher wage costs. Thus there 
must be some point beyond which increased wages would be an ob- 
stacle to fullemployment. But the nature of this point is obscure, 
and it is impossible to prove whether it has been reached or passed 
at any time by wages as a whole. Under these circumstances it is 
the line of least resistance to accept the “administered” character 
of wages and prices, and to focus on the flow of money incomes 
and spendings as the main determinant of real economic activity. 
This is natural but not sufficient. Government cannot well under- 
write a continually increased monetary flow which is destined to 
be continually gobbled up by inflation of prices and wages, before 
it can lead to “full employment.” This angle of the problem will 
refuse to be permanently ignored. 


IV. THE GOVERNMENT: STRONG AND WEAK POINTS 


The government which has this economy to deal with has both 
strong and weak points for the task. It is one in which economic 
pressure groups are more systematically organized and repre- 
sented than ever before; and its habit of settling one question at a 
time affords wide opportunity for single groups, or groups of 
groups, to secure their ends; and less opportunity for the inte- 
grating of all interests in a comprehensive settlement. The tend- 
ency is for government to give each interest a considerable meas- 
ure of what it wants; and these wants are likely to be cast in the 
mold of promoting group interests at the expense of those of other 
groups, in those crucial matters in which conflicts of interest are 
an essential feature. This may be called the grab-bag conception 
of government, and until we can improve on it, our civilization 
will remain in danger. It is most earnestly to be hoped that the 
compulsions of the present emergency will lead to some real ad- 
vance in the art of composing pressure-group conflicts in the com- 
mon interest. 

Along with the growing influence of pressure groups is another 
growing influence of a different sort: namely, that of the expert 
in the administrative departments. The pressure groups also have 
their experts, and the governmental experts are not all insulated 
from pressure-group interests; nevertheless, many are disinter- 
ested, and they introduce the element of objective analysis of 
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economic problems. They have their biases, their theories, and 
their intellectual vested interests. Some are visionary or lack bal- 
anced judgment and some are unduly dogmatic, and their techni- 
cal vocabularies make it hard for the man in the street to find out 
what they are driving at and to check their reasoning. Hence 
arises some natural distrust. Nevertheless, the corps of experts 
includes a large amount of ability and good judgment; and its 
members are, to an unusual extent, incorruptibly devoted to the 
common interest as they see it. And it has at its command a 
growing equipment of statistical data and techniques, which are 
becoming more and more indispensable. 

The logic of events is on the side of the expert; the job of gov- 
erning a complex and technical economy cannot be done without 
his services. And to those who claim that this is not democratic, 
because the people cannot keep their attention constantly focused 
on all the things that all the different experts are doing or propos- 
ing, the answer is neither to get rid of the expert nor to surrender 
to him unconditionally but to devote some real effort to devising 
ways of keeping track of him. The methods of democracy must 


be adjusted to the job that has to be done, and this job now re- 
quires the expert. The people have ultimate power over him if 
they can use it; but it is not always easy to find out where his 
policies tend (something which he himself may not fully know) 
before it is too late to alter the course. This is one of the dangers 
we run. 


Another danger consists in the fact that policies aimed to stim- 
ulate industry will continue to be mixed with attempts to reform 
particular abuses, some of which attempts are likely to have re- 
strictive rather than stimulative effects. And these will be di- 
vided among many agencies, each of which is zealous for its par- 
ticular reforms and subject to a bias, all the more powerful for 
being unconscious, toward regarding these reforms as essential to 
the cure of depressions, whether the facts justify this view or not. 
Even more serious, perhaps, no one of these agencies is effectively 
responsible for the resulting aggregate of public action, or for its 
total impact on the system of private industry. 

Another matter of some moment is the fact that we have de- 
parted from the older standards of legal justice, before which all 
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men and all groups were equal, and are well embarked on a sys- 
tem of unequal legal obligations for members of different groups. 
This has been an inevitable result of the realization that formal 
legal equality does not produce substantial equality as between 
groups whose powers and positions are different. But it lays on 
us the obligation to work out the much more difficult standards 
of substantial equity and reciprocity appropriate to the differ- 
entiated type of jurisprudence; and with this task we have hardly 
made a beginning. 

The government, the strong and weak points of which I have 
most inadequately sketched, will some day face the necessity of a 
renewed attack on the problem of depression, in an atmosphere 
modified by the experience of the defense drive. This experience 
will have revealed the stubborn character of unemployment when 
it has been long continued, and the virtual impossibility of elimi- 
nating everything that is classed as unemployment in the statis- 
cal estimates. As to just what the lessons are, there will con- 
tinue to be disagreement; but the experience will also have re- 
vealed to us how much we can accomplish under an all-out stimu- 
lus. This will increase the intolerance with which the people will 
view the prospect of a return to the conditions that marked the 
decade of the thirties. 


V. THE PROGRAM OF DEFICIT-SPENDING 


The government’s experience during this decade has left it with 
one outstanding remedy in which it has the greatest confidence: 
namely, public spending of funds that would not otherwise be 
spent. Of this, the most “obvious and simple” form is deficit- 
spending. The defense boom will have fortified confidence in this 
remedy, despite lingering doubts on the part of some as to whether 
the mere fact of spending was the sole and sufficient factor and 
whether any other kind of spending could have been counted on 
to have fully equivalent effects. The defense experience will also 
have brought into the foreground one further problem in connec- 
tion with this form of stimulus, since it has resulted in inflationary 
pressures on prices and wages long before any level of general 
“full employment” has been reached. 

Here, again, there will be disagreement as to what has been 
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proved, since a peacetime drive may be better balanced in its 
demands on different parts of the economy; and the bottlenecks 
revealed by the defense drive will for the most part have been 
broken sufficiently to meet the requirements of full production 
for normal civilian needs. Whether the state of world-commerce 
will impose new bottlenecks, no one, of course, can say. If it does, 
the difficulty will at least be less urgent than that of our present 
defense bottlenecks, and there will be more time available for the 
development of substitutes. Nevertheless, there is a real possibil- 
ity that a post-war drive for full employment may, if sufficiently 
successful, mean a continuance or renewal of special shortages and 
general pressures on prices, and may be accompanied by a de- 
mand for a continuing Office of Price Administration to combat 
the inflationary pressures and insure that the flow of money in- 
come takes the form of real income and not of mere shrinkage in 
the purchasing-power of the dollar. 

The situation will probably not at once become stubbornly in- 
tractable. There may or may not be an immediate crisis after the 
end of the intensive defense drive, depending largely on whether 
the end comes suddenly or not. But the transition to a peace 
economy will be cushioned by the accumulated “‘backlogs”’ of un- 
satisfied demands for consumer’s durable goods and for the re- 
equipment of industrial plants for civilian production. For a time 
we may be furnishing food and other needed supplies to the war- 
shattered areas of the world. And there may be other “backlogs” 
in the shape of deferred rights to purchasing-power, accumulated 
in the hands of those who will spend them when they get them. 

If, by the time these temporary demands are filled, private in- 
dustry has found fields of investment which will maintain full pro- 
duction, well and good. There will still be fluctuations, but the 
most threatening danger will have passed. But it is not safe to 
rely on this, and I shall assume that a time will come when total 
spending will lag, and the government will face a demand that it 
make a determined drive to maintain full production. Its first 

*This phase may be extended if arrangements can be worked out permitting 


some resumption of export of capital, under sounder conditions than prevailed in 
the improvident twenties. 
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line of defense will be the planned reservoir of public works proj- 
ects which it has been accumulating for just this occasion. 

But these proposals for more spending will be made in the face 
of a public debt of stupendous proportions; and the prospect of 
further annual deficits will generate stubborn opposition to the 
resort to mere deficit-spending as a continuing policy. People will 
ask insistently what is to be the end of it—a question the serious 
study of which has been strangely neglected by both advocates 
and opponents. I anticipate that, when such a study is made, 
the answers are likely to be disquieting. One may conjecture 
that, at about the time when drafts on the reserve of public works 
projects reach formidable proportions, the conclusion will be 
reached that deficit-spending is a temporary palliative and that 
enduring success depends on other measures. At this point will 
begin a crisis which may not be the least vital of the various crises 
the coming generation will have to face. We shall then be grap- 
pling with the really hard problems of our economic order. 


VI. ELEMENTS OF A DIFFERENT PROGRAM 


There may possibly be a wider reaction, not merely against 
deficit-spending, but against governmental controls in genera!. In 
that case, depression policy may for a time take on the character 
of encouraging private industry to do as well as it can, mainly by 
removal of restraints, and furnishing relief for those it does not 
suceed in employing. Such a limited policy, however, can hardly 
be permanently satisfactory, and, even temporarily, it would not 
be likely to succeed in radically reducing the amount of public 
activity. In short, there is no chance of a real return to “laissez 
faire,” requiring as it would the impossible achievement of break- 
ing up all economic interest groups and making the system gen- 
uinely individualistic. This would, in fact, require perhaps more 
drastic controls than any other course we might follow. 

Moreover, this in itself would not solve our main economic 
problem. It might give us shorter depressions and quicker recov- 
eries and be to that extent an improvement on the conditions of 
the past decade; but it is inevitable that more than this will be 
attempted. Some relaxation of controls, in some fields, may be 
consistent with a positive attack on depression, if we come to ap- 
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preciate the importance of dealing effectively with the main prob- 
lem and not cluttering up our efforts with attempts to do every- 
thing at once, as bureaucracy tends strongly to do. A move for 
the reduction of controls might usefully accomplish this much; it 
could hardly accomplish more. 

We return, then, to a positive attack on depression by other 
means than deficit-spending. It will not be necessary or possible 
for deficit-spending to come to an end suddenly and completely. 
In fact, if the basic rate of interest should decline to little more 
than a nominal level, as might happen, it would be possible to go 
on increasing the public debt for some time without incurring an 
altogether prohibitive burden of debt charges; though the likeli- 
hood of rising interest rates would always be a threat, and there 
would be other complications. Deficit financing might still be 
sanctioned as a regulator of cyclical depressions, with intent to 
balance the deficits with surpluses in active times. It would not 
be necessary or practicable to require that the surpluses should 
precisely balance the deficits. I am assuming a really determined 
effort in this direction, but I am also assuming that the attempt 
to find other stimuli will be a fumbling affair, with errors of fore- 
casting and failures of performance, and that there will be further 
demands for deficit-spending to make good these lapses. For ex- 
ample, under certain possible plans, government might undertake 
guaranties in order to induce private production and incur con- 
tingent liabilities which would materialize if the plan failed to 
produce the hoped-for effects. It seems fairly sure that the budget 
will not soon be neatly balanced over the term of each business 
cycle. We shall need all the latitude the situation is likely to 
afford us. 

The basic requirement of the program I am now contemplating 
is the accomplishment of readjustments such that the income re- 
sulting from reasonably full production—a larger income than 
has ever been available to the people in the past—shall all be 
spent, either for capital outlays or for consumption, in order that 
it may continue to renew itself. Or, to focus on the critical point, 
savings must be utilized to pay for currently produced goods and 
services and utilized to a very large extent privately. Assuming 
that such full use of savings does not occur automatically, the 
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problem is one of increasing capital outlays or of decreasing free 
savings and increasing the proportion of private income which is 
spent for consumption, or both. Capital outlays may be private 
or public, but the success of the program hinges on the extent to 
which they are self-liquidating. 

If the basic interest rate goes to extremely low levels, as al- 
ready suggested, this will have some effect on the balance, though 
not a decisive effect. It cannot be expected to stimulate private 
capital outlays very greatly, though under favorable conditions it 
might have some stimulative effect. More important, probably, 
will be its effect on private savings, though most of this effect 
will be fairly long delayed. It will not prevent people from saving 
to provide for their future needs, and possibly saving about as 
much as they would at higher interest rates. But it will prevent 
most of them—those with moderate incomes—from receiving a 
liberal enough return to take care of their future needs out of in- 
terest alone. They will be forced to follow methods which involve 
ultimate consumption of their principal to a much larger extent 
than at present; for instance, by the purchase of terminable an- 
nuities. Ultimately, this will mean that while some are saving, 
others will be spending principal, and the total fund will not in- 
crease as fast as if only the interest were used. But the most 
troublesome effect of extremely low interest rates will be to make 
it less expensive for the saver to hold his savings idle. Owing to 
this, if to nothing else, low interest rates alone will not solve the 
problem. 

One thing which will almost certainly happen is an increase in, 
self-liquidating public investment. This could be made to include 
low-cost housing; and the term might also legitimately cover the 
public production of munitions which would otherwise have to be 
purchased. This kind of public investment will help the whole 
situation only if it is so handled that it does not displace or dis- 
courage an equal or larger amount of private investment. To this 
end it will be important to keep the public investments within a 
well-defined field, in order that private investment may know 
what it has to expect in the way of competition. The existence of 
an established field for public investment will afford increased op- 
portunity for a cyclically flexible program of self-liquidating pub- 
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lic construction. It might also make some net addition to the 
sum total of public and private investment, though not a de- 
cisively large amount. 

Measures aimed to reduce the volume of savings, or of idle 
balances, will presumably also be tried. Present proposals of this 
sort are too numerous to review here, and some of them are too 
complicated and ingenious to command confidence easily. De- 
spite this, they will have to be carefully scrutinized and fairly 
considered. But one implication seems clear. To the extent that 
deliberate discouragements may be applied to private saving on 
the part of that great majority of the people who need all the pro- 
tection of this sort which they can now get, such a policy carries 
with it an obligation to provide substitute safeguards for the fu- 
ture needs of these people. It is a question not simply of penaliz- 
ing saving but of altering the mores and institutions by which the 
future needs of the people are provided for. Extension and modi- 
fication of the principle of social security seem to be implied. 

One of the simplest factors bearing on savings is the distribu- 
tion of incomes. For this reason the striving toward more equal 
distribution, which has long figured as a mild humanitarian 
aspiration subject to more or less indefinite postponement, may 
come to be viewed as an immediate necessity for the continued 
full operation of industry. The simplest instrument for reducing 
inequality is heavy and steeply progressive taxation, definitely 
aimed to alter the distribution of free income, reducing those in- 
comes from which substantial portions are saved, and falling 
lightly on the smaller incomes most of which are spent for con- 
sumption. Something of this sort will happen almost automati- 
cally if the emergency rates of taxation on personal incomes are 
retained or only slightly reduced, while taxes bearing on con- 
sumption are repealed. Heavy taxation of incomes will be neces- 
sary to finance the large public expenditures which we shall cer- 
tainly continue to make. But it will not do to dismiss this ques- 
tion with the easy assumption that we can tax that third or quar- 
ter of the population whose incomes are largest, and from whom 
most of the savings come, and that this will mean taxing only the 
well to do and the rich. We have learned that this upper third of 
incomes begins in the neighborhood of $2,000 per year, even under 
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present conditions of defense-induced prosperity. We shall be tax- 
ing very modest incomes, and, if savings from these incomes are 
perforce reduced, the effect on the economic security of these 
people cannot be ignored. 

But the major factor on which the success of this great adven- 
ture will hinge is the stimulation of private business investment, 
which now operates under the combined pressure of the hope of 
profit and the risk of loss. And the risk .of loss must not be for- 
gotten, though it is too often neglected by present-day reformers. 
The part played by the hope of large profits as a motive to busi- 
ness investment is already being substantially modified; but the 
prospect of loss, including loss of capital, still persists. A modest 
return will attract much investment today, if the risk of loss is 
not too great. But a mere reduction of the average rate of profit, 
leaving other things as they are, would probably increase the per- 
centage of investments which suffer loss more than it would reduce 
the rate of earnings of the conspicuous, strong, and profitable con- 
cerns. It is possible that one feature of a successful policy will 
need to be a reduction of the spread between high-cost and low- 
cost producers, in order to make possible a low average rate of 
profit without increasing the risk of loss. Only so can reduced 
rates of return be attractive to investors. 

Some hold that the adventurous type of investment, which 
pioneered ahead of assured demand and took command of our 
past spurts of prosperity, is now largely a thing of the past. This 
is an ominous conclusion to accept, but there is much in present 
conditions to support it. Heavy business taxes will not help, since 
it is extremely difficult to construct such taxes without laying a 
discriminatory burden on the more venturesome forms of invest- 
ment. This problem will need serious attention. So far as invest- 
ment is of the more conservative type, which waits on fairly as- 
sured demand, it may be possible to stimulate it by actually re- 
ducing profits and correspondingly increasing wages, because this 
tends to increase the volume of consumer demand. In fact, this 
seems to be about the only method of stimulating investment con- 
templated by some present students. This is a desirable form of 
incentive to investment, as far as it works. But it will not take 
care of the whole situation, if private enterprise is to remain pro- 
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gressive. Among the most difficult of adjustments are those nec- 
essary to preserve a field for pioneering investment under condi- 
tions which seem certain to alter the traditional status of profits, 
if only through the increased bargaining-power of labor. 

No mention has been made of many important governmental 
activities in the field of international economic relations, as well 
as domestic matters such as education, personal rehabilitation, 
public health, soil conservation, and numerous others. These I 
have taken for granted. I have also taken for granted that there 
will still be some unemployment, even of those not clearly unem- 
ployable, as well as dependence due to other causes, and that im- 
proved provision for these needs will be made. We may note that 
something of this sort would be necessary, even under a collectiv- 
ist system, and that a drive for the fullest practicable operation 
of industry should not be judged to have failed because it does 
not eliminate everything that figures as unemployment in our sta- 
tistics. The defense drive will presumably teach us more than 
we now know as to the extent to which elimination of unemploy- 
ment is practicable and what standards it is proper to set. 

The ramifications of the problem are endless, and probably each 
of you has in mind important things I have omitted. For in- 
stance, as full employment is approached, this implies that em- 
ployers will, and must, relax the standards of quality they have 
become accustomed to setting in the selection of employees. At 
least they cannot reject so large a percentage of applicants. This 
in turn implies that there will be a wider spread in efficiency be- 
tween the best and the poorest workers employed. And this may 
imply the necessity for some modification of job requirements 
and adjustment of standard wage systems in the direction of 
greater differentiation. This, of course, may arouse opposition 
among labor unions. Thus wage workers, as well as high-salaried 
managers and receivers of profits, may have some unwelcome ad- 
justments to make, if this great common enterprise is to succeed. 


VII. CONCLUSION: WHAT IS NEEDED 
I have roughly sketched an economy in which the decisive fac- 
tors governing the rate of operation are consciously influenced if 
not managed, this being the direction in which the forces of his- 
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tory appear to be driving us. Many of the single items in the pro- 
gram are not new; others are bound to come. The most distinc- 
tive novelty is the suggested attempt to gauge them quantita- 
tively as units in an integrated and calculated program looking to 
adequate total spending. This means a large place for the admin- 
istrative expert, with his batteries of statistics and his ingenious 
remedial devices. But he cannot do it alone, nor would it be en- 
tirely safe to let him try. 

In fact, this enterprise probably cannot succeed unless it com- 
mands the active and loyal co-operation, not merely the passive 
tolerance, of all economic groups in the population. Pressure 
groups must learn intergroup team work; the grab bag must be- 
come a creative partnership; and this can only happen if the 
groups learn that the most important thing for each of them is to 
maintain a system of free collaboration and to make it work. 

There will be things involved which can best be done by private 
agencies; and the more active part they take in framing the whole 
policy, the better. It is a too little recognized truth that labor 
unions and farm and industrial organizations already possess 
powers and exercise functions of a quasi-governmental character. 
If each can develop responsibility to the whole community com- 
mensurate with its power and position, and if understanding lead- 
ership can be developed, the future may not look too dark. 

But if standards of responsibility remain at customary levels, 
one could easily paint the future in very somber colors, except 
from the standpoint of those who would welcome a totalitarian 
outcome. It would be a picture, on the one side, of irresponsible 
grab-bag tactics on the part of private groups, pricing themselves 
partially out of the market and blaming others, or the “system,” 
for failure to utilize our resources fully. On the other side, it 
would be a picture of bureaucratic vested interests, burdening in- 
dustry with endlessly growing regulations, viewing with alarm a 
falling-off of W.P.A. or C.C.C. enrolment and perhaps starting a 
recruiting campaign, or wishing to see that private enterprise does 
not make an unexpectedly vigorous recovery and thereby inter- 
fere with a public works program already under way. This is, of 
course, a caricature of the perversions of bureaucracy; but it will 
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be worth some vigilance to see that it never becomes a justified 
caricature. 

In a democratic working-out of things, personal and group atti- 
tudes are all-important. Some wish for no change. They must 
be educated to the fact that there is something the matter, which 
is serious enough to be threatening, and that something had bet- 
ter be done about it if we wish to avert disaster. Some, including 
many labor groups, want the present system to continue because 
for them it has, on the whole, made a pretty good grab bag. They 
should find a better reason. An economy which is only a grab bag 
is not going to survive the stresses of the coming generation.” 
Some seem to consider themselves neutral. They need to learn 
that the impact of changing economic eras, like the impact of 
total war, leaves few neutrals or noncombatants. Of those who are 
planning for the future combat with depression, too many are 
content to lay plans looking to keeping the economic system going 
a little while longer. If, with the time that still remains to us, 
this is all we can plan for, we shall deserve to have our system 
keep going—a little while longer. 

The thing we are now arming to defend is not the present spe- 
cific shape of so-called “private enterprise’’ but the essentials of a 
system in which free men have in the past, without surrender of 
real freedom, learned the art of combining their several efforts in 
a workable scheme of collaboration and may continue to learn and 
practice that difficult art under the more exacting conditions of 
the future. To this end we need people—and there are such— 
who realize both the need for change and the vital importance of 
maintaining continuity and an adequate measure of economic 
freedom, and who will give equally active thought to both ends. 
Freedom will not be saved by lip service. 

We need people who know why economic freedom is important 
and who also know what threatens it. We need leaders who know 
what the economic system as a whole is for, and who can bring 

*Let us be more specific. If our economy had been exclusively dominated by 
private self-seeking, as some assume, it would probably have collapsed some time 


ago. If it is to survive in future, it seems clear that private self-seeking must be 
less dominant than it has been up to the present time. 
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that common purpose home to warring elements and make them 
realize that their part of the economic system cannot go on work- 
ing for them unless the whole system is doing the thing for which 
it exists. We need such leaders, and they must have followers. 
All alike must stand ready to give up what the common good may 
demand and—equally necessary—they must have confidence in 
one another’s readiness to do this. This sounds like a hard order 
for a people proverbially divided and inert on just such matters, 
and a people whom this crisis will find weary of crises, weary of 
governmental interferences, weary of being forced to pay atten- 
tion to larger economic problems than those of their own shop. 
Yet the thing has to be done. For this generation there is to be no 
release from the stress of readjustment. Our best resource is to 
minimize the strain by a calm and matter-of-fact acceptance of 
this necessity. 

We must be hardheaded. We must face ugly and discouraging 
facts, and we must not let wishful thinking blind us to the defects 
fo proposed remedies. We must set our standards of performance 
high, for timid standards will invite failure, but not so high as to 
be unattainable and so to court failure of a different sort. Some 
imperfections we must be prepared to put up with, or we shall 
nag the system to death in the attempt to rectify every abuse. 
But over major matters we must have the kind of settled purpose 
that goes on trying in the face of repeated failure. 

The least we can do is to act as if our civilization and its most 
treasured values has a future, even if well aware that for that 
outcome there can be no absolute guaranty. But if the enterprise 
is to be successful, we shall need a more positive act of faith in 
the ultimate invincibility of personal freedom and democracy. We 
have something to learn from those gallant leaders whose faith 
has survived adversity, reaching sources of strength which are 
more than personal, and in which lies the real hope of our perplexed 
and tortured age. We are forced to know what we are building, 
to an extent greater than has ever been necessary before, and our 
knowledge is alarmingly limited. But if all of us play our parts 
fully, we may still hope to build better than any one of us can 
now know. 
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F THE time allotted for this paper, a part must be spent 
in explaining why I cannot discuss the subject as stated 
in the title assigned and in delimiting it down to a topic 

on which I may hope to say something worth saying in the re- 
maining portion of my time. 

Beginning at the latter end of the subject as announced—with 
the words “the future’’—I am neither a prophet nor of prophetic 
lineage, and anything of the nature of literal prediction is simply 
“out.”” In fact, the first and most important proposition for any 
discussion of the course of human events is that there neither is 
nor can be in history and social affairs any science remotely anal- 
ogous to celestial mechanics, which enables the astronomer to 
predict eclipses, forward and backward for thousands of years, 
and to time and measure them out to “every so many”’ decimal 
places. Even the laboratory physicist can only predict condition- 
ally. He can say what result will follow if he manipulates a fa- 
miliar piece of apparatus in a familiar way. He cannot predict 
the result of any real experiment, or he would not need to per- 
form it—it would not be an experiment. (Incidentally, one would 
not play any game if the result could be accurately foreseen.) 
And he cannot predict the actual course of events in his own lab- 
oratory, as dependent on his own acts, an hour in advance, while 
an outsider, however competent in the science, would be almost 
completely helpless in the face of the task. Moreover, in so far as 
any individual is able to predict his own future behavior, he acts 
on the basis of principles very different from those which underlie 
the predictions of sciences dealing with processes under human 

* A paper read at the University of Chicago on September 23, 1941, in connec- 
tion with the celebration of the Fiftieth Anniversary of the University. 
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control, to say nothing of astronomy, and which are wholly in- 
applicable to the world outside himself. 

The prediction by any individual of the social behavior of an- 
other individual, or that of any social organization of which he 
himself is a part, encounters still more serious obstacles. Who 
would try to predict the course of a conversation, casual or seri- 
ous, with himself as one party, or between other parties? The 
worst difficulty is that only to a limited degree do men want to 
know “the truth” even about the world, still less, progressively, 
the truth about other persons, and about themselves, while every 
beloved “‘individual”’ will resist to the utmost having others know 
the truth about him. An anthropologist may conceivably make 
predictions of some value regarding a primitive society by study- 
ing it objectively from without—on the condition that no one in 
the subject community ever reads his monograph. If this hap- 
pens, the course of events will probably be radically changed. In 
our democratic society this condition cannot be fulfilled, and we 
do not wish it to be. We want our study of the sequence of events 
to reveal possibilities as the basis of choosing our actual future. 

With reference to the economic theorist in particular, the most 
that he thinks of achieving in the way of prediction is both condi- 
tional and highly abstract. He can describe the concept of eco- 
nomic behavior in unknown algebraic functions or their verbal 
equivalent, relative to assumed “given conditions.” But he 
neither predicts these conditions nor attempts to say how far 
men will actually behave “economically.” And though men will 
insist that they wish to behave economically, the reward of the 
student for describing such behavior, by formulating economic 
laws or the traits of an economic man, is chiefly contempt and 
abuse. Such matter is characterized as “dismal science” or the 
special pleading of economic royalists or their hirelings. 

So, the real historical future is out of consideration. The next 
main term of our subject, proceeding in reverse order, is “the 
world.”’ It is obvious that under present conditions one can 
neither discuss the world as a unit nor take any defined part of 
it, such as our own country, as a subject of discussion, ignoring 
the rest. So, “the world” also is “out”! The utmost which can be 
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attempted is a brief statement of a few of the major circumstances 
on which the role of the individual in economic life depends, es- 
pecially those which may in some degree be controlled through 
individual or social action. 

This brings us to the conception of economic life or activity. 
Careful definition here would show that no clear or very relevant 
separation can be made between economic behavior and other 
activities. “Economy” is an aspect of all rational behavior, since 
it all involves the use of means and is restricted by the means 
available. Economy is more or less important in connection with 
different kinds of problems of action and never sharply separable 
from other aspects of conduct. For our purpose, we must take 
economic life as meaning “production” and “consumption,” in 
the vague sense of everyday usage. 

The last major step in defining and limiting our subject is to 
consider what is meant by the role of the individual. Here the 
two main terms—‘individual” and “‘role’”—are to be taken to- 
gether, for the essential meaning of being an “individual” in the 
human sense is that of playing a role. But this idea must be un- 
derstood in the wider meaning of one’s own self-determined role, 
not that of actors on the stage, playing assigned parts, and still 
less in the sense in which mechanical causes are said to play a 
role. Thus by the role of the individual we understand the scope 
of free activity, the extent of effective individual liberty. How- 
ever, liberty, to be effective, involves more than “formal”’ free- 
dom, the mere absence of interference by other individuals or the 
agents of society. The second factor is power to act. The combi- 
nation is often referred to as positive freedom, in contrast with 
negative, the formal freedom already mentioned. The role or field 
of free activity of the individual is thus a product of two dimen- 
sions—his formal freedom from coercion and his endowment with 
means for doing what he may actually want to do—and this 
product is, or measures, what we mean by his role. 

We are still not quite through with the task of delimiting the 
subject as stated. Obviously, the role of the individual in eco- 
nomic life includes his role both in government and in enterprise, 
in so far as these respectively play roles in economic activity, and 
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it also depends upon the roles played by these agents, especially 
the government. The economic role of government has been com- 
petently treated by the previous speaker in this symposium, and 
the main problems of enterprise will be so treated by the next 
speaker.' But it is manifestly impossible to discuss the role of the 
individual except with reference to the political and economic 
organization in which that role is to be played; and it would be 
pointless, in any case, for there all the serious issues lie. Our task 
must be to indicate the role of the individual in the present eco- 
nomic order and to inquire briefly into its possibilities of change. 


The modern economic order or system, best referred to per- 
haps as “enterprise economy,” is characterized by being based 
primarily upon exchange in markets which are more or less effec- 
tively competitive. (The role of money as an intermediary in ex- 
change must be taken for granted; the grave problems which arise 
in that connection will be mentioned later.) But ours is not an 
“exchange” economy in the proper sense of one in which individ- 
uals typically produce and exchange, or sell and buy, products. 
As a consequence of modern technology, in intimate connection 
with which the whole system grew up and exists, specialization 
has been carried much farther. Individuals are specialized not 
merely to the making of products (or rendering of services) but to 
the performance of detailed operations. The making of a single 
product involves the co-operation of a large number of individ- 
uals, and these both perform specialized personal services and 
furnish nonhuman equipment, or “‘property,” in varying forms 
and amounts, which also is highly specialized in form and use. 
This means that the making of any product is itself carried on by 
an organized unit, an “enterprise.” (For our purposes we may 
pass over the still higher complexity of reality, in which most en- 
terprises produce some collection of “partial products.’’) 

This general two-stage pattern of productive organization is in- 
evitable if modern technology is to be used. Enterprises must 
exist; they must be organized internally in some way; and there 
must be some mechanism for the co-ordination of enterprises sup- 


* See the papers of Professors Clark and Yntema in this issue. 
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plying various products. As our economy has evolved in the 
course of modern history, the over-all organization and control 
of enterprises in the national and world economy is worked out 
primarily through the competitive marketing of products. That 
is, this phase of the organization is similar to what may be pic- 
tured as the primitive form of exchange economy, in the proper 
sense, with each individual producing a complete product. 

In the nature of the case the internal technical organization of 
the enterprise cannot be effected in the same way, but it might 
conceivably be worked out in various other ways. Passing over 
slavery and other unfree forms, one naturally thinks of what 
seems to be the form of greatest freedom, that is, partnership or 
producers’ co-operation, with “‘fair’’ terms of relationship fixed 
by agreement among the parties. The type of organization which 
actually developed, however, was notably different. This also 
may be viewed in the light of two general historical stages of in- 
creasing complexity. The first stage is individual enterprise. Some 
individual would take the initiative in organizing a line of produc- 
tion and would hire or buy from other persons productive serv- 


ices, including those of persons and those of property, paying a 
stipulated remuneration—wages, interest, or rent. In so doing, 


he would assume the role of “entrepreneur.” The result was a 
second set of markets, for productive services of ali kinds, along- 
side the general market, or system of markets, for products. 

At the second stage entrepreneurship itself came to be carried 
on by groups, organized in nearly infinite variety as to detail, giv- 
ing rise to the modern corporation. In form the corporation itself 
is a co-operative association, of its full members, the holders of 
voting common stock. It is a democracy, very similar in pattern 
to the familiar political constitution, based on “representation,” 
or delegated power—but usually with voting power distributed 
on the basis of shares in ownership, not equally. As in political 
democracy, again (more especially the parliament-and-cabinet 
form), the immediate representatives typically redelegate their 
own power; that is, they hire administrative agents who in the 
concrete sense control or ““manage”’ the concern and receive more 
or less definitely stipulated “‘wages”’ for their services. 
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Out of this twofold system of organization, as sketchily and in- 
adequately described, arise the social problems of modern eco- 
nomic life. They have come to be our main political problems, 
which have grown until they endanger civilization itself. The 
complaints, frictions, and conflicts center more or less equally in 
the unsatisfactory working of the economic organization at the 
two stages—inside the enterprise and in the over-all organization 
of these units. Interestingly enough, the proposals for change 
which are advocated point in opposite directions, as to the prin- 
ciples involved, at the respective levels of the problem. Advo- 
cates of “radical” programs clamor, on the one hand, for the 
democratization of enterprise, meaning its transformation in the 
direction of co-operation, and, on the other, for the establishment 
of a central economic authority for society as a whole, a “planning 
board,” or the like, to “co-ordinate” enterprises more effectively 
into a national unit (or a hierarchy of units). The national organi- 
zation contemplated would be under the dominance of “the 
state,’’ and the state would be organized democratically, accord- 
ing to socialists, or dictatorially, according to the communists or 
fascists. (Ultimately the organization would surely have to be 
world-wide.) These alternative possibilities suggest problems of 
the utmost importance. They are political in character rather 
than economic and so in a sense lie outside our topic; but the 
compatibility of democracy and collectivism cannot be ignored 
and will be noticed presently. 


Before taking up the twofold problem as roughly defined, we 
must briefly refer to the fact that conscious economic conflict, 
in societies which have not already become totalitarian, has come 
to center in the opposition between functional groups with spe- 
cial interests. The conflicts are notably those between “labor” 
and “capital” (or property) in “industry” and between in- 
dustry and “agriculture.”” Such groups are organized chiefly for 
the purpose of fixing prices (actually prices of what they sell) 
through unitary monopolistic action, and for using the agency of 
government to the same end. In so far as any general goal or out- 
come can be discovered in the various movements, they point 
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toward an integral organization of a few large functional interests, 
such as labor, agriculture, and “‘business,”’ each in one or several 
units, which would settle their conflicting claims by “‘negotia- 
tion.” (This is the objective pictured in a small volume by Secre- 
tary, now Vice-President, Henry A. Wallace, entitled Technology, 
Corporations and the General Welfare.) The outcome of such a 
movement in historical fact is a matter of political prediction. It 
seems more than doubtful that successful negotiation under the 
conditions pictured is at all within the range of political or human 
possibility, especially because each group would have practically 
unlimited power. The actual result would surely be either chaos 
or a totalitarian economy under the domination of some one of 
these functional interests; or, far more probably, it would be 
dominated by some purely political organization of the sort which 
call themselves “parties” in the totalitarian states which have 
been established since the first World War. 


To secure any grasp of the possibilities of effective freedom for 
the individual under a changed form of organization, of the pro- 
ductive unit or enterprise, we must have clearly in mind some un- 
escapable facts about economic organization as such. The first, 
which we take to be self-evident, is that the use of modern tech- 
nology requires that such units be of considerable size. But it is 
also evident that any large-scale organization must involve sweep- 
ing restrictions upon the individual’s formal freedom in produc- 
tion, in comparison with what he would enjoy under relative indi- 
vidual self-sufficiency. Over against this loss of freedom, the posi- 
tive functional significance of productive organization is the al- 
most boundless increase in efficiency which specialization makes 
possible—particularly through the employment of scientific tech- 
nology, along with “‘capital,” also highly specialized. Organiza- 
tion thus increases the role of the individual as consumer, the eco- 
nomic-power dimension of “effective freedom.” It does this at 
the expense of the other dimension, formal freedom, since it nec- 
essarily implies regimentation of production. In addition to limi- 
tations due to his given endowment with economic power, the in- 
dividual, as worker and as property owner, must make relatively 
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long-period commitments, and he must submit to direction by 
others. To be sure, the range of alternatives ordinarily still open 
to him is far greater than it could well be in a more primitive 
economy. But it seems to be “human nature’’ to forget or over- 
look this feature, to be aware chiefly of the alternatives from 
which one is excluded, and to “feel” restricted and constrained. 
And, of course, our ethical standards demand for everyone a fair 
share of the benefits of the arrangement, not merely some im- 
provement over primitive life. But the nature of organized action 
requires that a balance must be struck somewhere between free- 
dom and efficiency, between the two dimensions of effective free- 
dom. All this is true quite irrespective of the form which organiza- 
tion may assume; it would be true under the purest conceivable 
democracy, whatever that might mean in detail. 

To clarify the possibilities, this line of thought must be some- 
what developed. Even apart from its organizational and tech- 
nological implications, civilized life, utilizing modern science, pre- 
sents the individual with a vast array of problems which in the 
nature of the case he cannot solve individually or by action 
based upon his own knowledge. But the individual wants these 
problems solved correctly, or more rather than less so. Conse- 
quently, he is forced to get the solutions from other persons who 
have the requisite specialized knowledge, and this commonly 
means acting according to their directions. In virtually every ac- 
tivity of life one must strike a balance somewhere between the 
freedom of solving his problems in his own way and the “effi- 
ciency” of having them solved better by others who have the spe- 
cial knowledge or skill required. (This is literally true even in 
play!) 

To get away from the prejudices which have come to be associ- 
ated with business relations, the principle may be illustrated from 
the field of medicine (at the level of individual practice). When 
a man is sick, he will naturally have some preference, and prob- 
ably some opinion, as to the proper mode of treatment of his 
malady. But he wants to be cured; and the chances of cure are 
greater if he places himself in the hands of a competent physician, 
thereby obviously giving up some of his liberty. In this situation 
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effective freedom is possible only to the extent that this action 
itself is voluntary—that he is free to choose the physician and to 
follow or not to follow his advice. And this in turn will be mean- 
ingful only if the terms on which the specialized services are of- 
fered are a matter of individual election and free agreement be- 
tween the parties, under the condition that each is free both to 
choose his own specialized role and to select without restraint 
among all who offer the service desired. This freedom is the mean- 
ing of economic competition. It necessarily gives rise to a market 
and to an approximately uniform price, which is the lowest at 
which the service will be willingly or freely performed (or “‘pro- 
duced’’) by anyone. Thus economic competition is simply a mode 
of organizing co-operation and has nothing to do with “‘psycho- 
logical” competition, emulation, or rivalry. 

Of course, this is not the end of the dilemma. The individual 
is also limited in his competence to judge between the different 
potential competitors for the role of physician in his case. He 
may consequently be willing to submit to some authoritative regu- 
lation of competition—if he has reasonable confidence in the in- 
tegrity and competence of the regulator. This suggests one form 
of need for over-all control of the terms of free contract by organs 
representing the general social interest and also suggests its dan- 
gers and limitations. 


In all economic production, even without organization in enter- 
prise units, these principles apply. If production is to be efficient, 
it must be under the guidance of competent experts, not the 
vague, uninformed, and prejudiced ideas of the ordinary individ- 
ual. But in organizations for production further considerations 
come into view. In the technical unit, the enterprise, where ac- 
curate co-ordination of activities in time is necessary, it is clearly 
impossible for the individual to control his own operations with- 
out regard to what others are doing. Literal self-direction is even 
theoretically possible only by the entire group, acting as a unit; 
hence the ultimate limit of freedom would be co-operation, or- 
ganized as a ““town-meeting” democracy. But here new problems 
and limitations call for notice. As any voluntary group increases 
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in size, the influence of the individual member in controlling it 
must rapidly approach the vanishing-point, if there are any seri- 
ous issues. Moreover, group action requires unanimous agree- 
ment. And the costs in time and effort of obtaining free agree- 
ment, or even free consent, rapidly become prohibitive, and fric- 
tion and tensions develop. At the utmost the minority on any 
issue must yield to the majority, which usually means a number 
of minorities yielding to a plurality, so that actual control must 
fall to a small minority. In short, direct democratic control by 
large groups is impracticable, is not really desired by anyone (in- 
cluding its advocates!), and is not to be seriously considered. The 
only form of free group action which is at all feasible is action 
through representation, or the delegation of power to agents. Ac- 
tion by the group is limited to choice of the agents (usually 
agents to choose other agents) coupled with extremely vague se- 
lection of general lines of policy, which the officials finally chosen 
must largely be trusted to carry out. 

But, in practice, even indirectly democratic control of produc- 
tive enterprise has proved a failure and unable to survive, after 
extensive trial under the most varied conditions by enthusiastic 
advocates. Large groups of men prove to be incapable of agree- 
ing upon policies or upon agents for determining policy; at least 
they do not wish to have this form of control at the cost which 
it is found to involve, in loss of efficiency and in effort and fric- 
tion. If it were otherwise, production units would have been and 
would now be organized in this way; for there has been no legal 
or imposed obstacle to prevent it. As in medical practice, “man- 
agement”’ has to be self-selected and must have a free hand. The 
individual can exercise control only in the form of free election 
between enterprises themselves, on the basis of the terms which 
they, meaning their managers, respectively offer for the purchase 
of his services. In other words, the only form of individual con- 
trol of economic production which is compatible with civilization 
based on science and technology is market competition—subject 
to general legal regulation under democratic auspices. 
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The second line of radical change already mentioned as pro- 
posed and agitated—the concentration of control of production 
in some central authority supposed to act in the interest of society 
as a whole—is socialism, or collectivism, or “planned economy.” 
After what has been said, this proposal requires no long discus- 
sion, for people who regard liberty as a primary value and who at 
the same time desire efficiency and understand its requisite con- 
ditions. The preceding argument applies, a fortiori, in view of 
the enormously greater size of society as a whole and of the cor- 
respondingly greater complexity of the interests in conflict, in 
comparison with the single productive enterprise. If the role of 
the individual in any large-scale organization tends to become 
negligible, and if “economic democracy” is not in fact able to 
maintain itself in the single production unit, it is certain that the 
same result would follow from any attempt to organize the pro- 
ductive life of a nation in a single all-inclusive enterprise. With 
due regard to the frequent assertion—and some significant argu- 
ment—to the contrary, general reasoning and recent history, in 
Russia and elsewhere, combine to prove that a reasonably effi- 
cient collectivist economy could not leave much effective freedom 
(or “role’’) to the individual, in economic life (or, indeed, in any 
sphere of action). It is practically certain that a government 
would have to seize permanent tenure, suppress all opposition, 
and become an out-and-out dictatorship, in order to achieve a 
tolerable minimum of economic efficiency or to preserve any sort 
of order in production and distribution. This would be true even 
if the personnel of the government itself consisted of men abhor- 
ring authority and power. And the notion that the persons who 
would get into control of the government in an integrated collec- 
tivist state would be of this temperament is surely a strain on the 
imagination! 

The amount of the difference, in any beneficial sense, which the 
establishment of socialism could affect is enormously exaggerated 
by its proponents. Such a state could not possibly get away from 
the general pattern of productive enterprise and price competition 
as the basic form of organization; the socialistic states which have 
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been established, notably Russia, have not seriously attempted 
todoso. It is demonstrable that an economy would be committed 
to this pattern to the extent that its rulers had any serious regard 
for the freedom of the individual in consumption and in produc- 
tion. (Freedom of accumulation, a third aspect of individual lib- 
erty under free enterprise, socialists frankly propose to abolish 
outright.) Even disregarding the value of individual liberty, the 
mere administrative problems of a national economy would be in- 
soluble in any other way than through competitive pricing of 
goods and services. Moreover, it can be proved that perfect com- 
petition would lead to both maximum freedom and maximum effi- 
ciency in the use of given resources and technical knowledge to 
satisfy given individual wants, in the only meaning the proposi- 
tion can have in connection with organized production. For indi- 
vidual freedom in production is meaningless without individual 
control of productive capacity. 


Yet it must be emphasized that the argument against collec- 
tivism is ultimately political, not economic. And, in particular, 
all that has been said involves no argument at all in favor of 


laisser-faire. On one hand, a government, as sole entrepreneur, 
might conduct an enterprise economy in a way much nearer to 
the ideal pattern of economic theory than happens under tradi- 
tional economic individualism. And, in addition, the results of 
competition might be indefinitely better ethically, in consequence 
of the maintenance of better economic conditions, the wants to be 
satisfied and the distribution of economic resources among indi- 
viduals. The question as to what such a state would actually or 
probably do is a matter of political judgment, not of economic 
principles, and nothing more can be said about it here. 

In theory, the way is certainly open to improvement through 
social action, practically without limit. But if improvement is to 
result, and not aggravation of the evils, our democratic electorate 
must understand what are the lines which beneficent action may 
take. Some four main lines are to be recognized, and one in par- 
ticular must be explicitly excluded. Two of the four have just 
been suggested—making competition more effective and making 
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it yield better results through maintaining in more nearly ideal 
form the “‘given conditions” which are necessarily treated as data 
by the analytical economist, but on which the character of eco- 
nomic life entirely depends. The theorist must take the “‘indi- 
vidual” as given, specifically in his three economic attributes— 
his wants, the resources he owns or controls at any time, and his 
knowledge of productive technique. But from the statesman’s 
point of view, or that of the free citizen as statesman, this is liter- 
ally absurd—as indeed it is from the point of view of social science 
as a whole, in contrast with analytical economics. In any large 
and long view of social processes and problems, whether scientific 
or practical, institutions, and particularly the family, are far more 
real than the ephemeral individual. Institutions largely make in- 
dividuals what they are, and institutions may be progressively 
remade by individuals acting collectively. 

The third line of social action indicated is that of public enter- 
prise—partial socialism in effect—the field recognized as ‘‘public 
works” by Adam Smith and all liberal economists. The proper 
boundaries of such activity are entirely a matter of economic and 
political judgment with respect to the conditions of any time and 
place. Finally, the most serious problem of all in an immediate 
practical view, the root of the crisis in our civilization, is that of 
depression and unemployment. This problem involves no serious 
conflicts of interest or of political principle; it is entirely a matter 
of scientific understanding and of political competence in the field 
of money and fiscal policy; and these are functions of government 
unquestioned by any advocate of laisser-faire. 

The chief line of action which is excluded is that of fostering 
private monopoly (except perhaps in such special cases as encour- 
agement of inventions under proper safeguards), and this obvi- 
ously includes all authoritative price-fixing and all support, or 
even tolerance, of collusive action by economic pressure groups 
formed along functional lines. This statement should be a suffi- 
cient indication of the dangers involved in conspicuous recent po- 
litical trends. But these trends again are chiefly consequences of 
fallacious theories of economic depression and of policies which 
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may alleviate the symptoms but do not cure the disease, and in 
fact give rise to even more serious maladies. 


All that has been said is a very incomplete outline, to say noth- 
ing of a treatment, of the general conditions which determine the 
role of the individual in economic life and of the problems which 
our society must solve if the ordinary individual—apart from a 
few successful politicians, or possibly political generals or politi- 
cal priests—is to play an effective role in the future. We have 
briefly noticed chiefly one aspect of the problem—the necessity 
of striking a just balance between efficiency and freedom, in its 
literal primitive meaning. Many other conflicts must be faced 
and dealt with. The conditions requisite for present efficiency 
are to a considerable extent inherently opposed to those requisite 
for progress, in efficiency itself and in other aspects; and here, 
again, a balance must be struck. Growth in productive capacity 
depends on accumulation, including both property and “human 
capital,’ and on invention and the application of invention. In 
these fields especially, individual liberty raises acute problems. It 
is not only a precious thing on its own account but has undoubt- 
edly been the chief foundation of the amazing progress achieved 
by modern civilization. Nonetheless, the free action of one person 
naturally upsets the plans of another (unless they agree in ad- 
vance upon “concerted” action). And the freedom of the indi- 
vidual—and especially of the family—to ‘“‘get ahead’’ involves a 
cumulative tendency to inequality, and in particular to an un- 
equal “start in life” as between the individuals of each oncoming 
generation. This tendency to inequality in status and opportu- 
nity is further aggravated by the uncertainty which affects all ac- 
tion leading to change, and which makes every economic venture 
more or less of a gamble. But individual freedom necessarily 
means freedom to take chances and requires that the individual 
take the consequences in success or failure of his good or bad 
judgment and his courage or temerity. Moreover, the motive of 
adventure is indispensable to cultural progress. In the face of 
these conflicting values, society, acting through political organs, 
can only make rules and set limits protecting individuals against 
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each other and against themselves, striving to achieve the best 
obtainable balance between order and freedom and between se- 
curity and progress. 

By way of summary, two or three main conclusions may be 
emphasized. The first is that the only course of social action 
which can preserve and increase the economic role of the individ- 
ual, in the sense of effective freedom, is the maintenance of the 
open market, for products and for productive services, as the 
general pattern of economic organization. But this will not hap- 
pen automatically, through mere formal individual freedom or 
laisser-faire ; it will require extensive and difficult action by demo- 
cratic political process. The eighteenth-century “fathers’’ of mod- 
ern liberalism were right in holding that free government depends 
on minimizing the functions of government and, particularly, on 
allowing religious and economic liberty for the individual. But in 
that relatively primitive ““horse-and-buggy” age, and especially 
with the geographic and technological frontier then open to Euro- 
pean culture, it was natural to underestimate the converse de- 
pendence of economic freedom—and perhaps religious freedom 
also—on constant and increasing vigilance and wise activity on 
the part of government. Even more strikingly, the dominant lead- 
ers of eighteenth- and nineteenth-century liberal thought failed 
adequately to recognize the necessity of social action to maintain 
conditions favorable to free competition and under which even 
perfect market competition would lead to ethically defensible or 
socially tolerable results. 

In the light of recent history, what most needs emphasis today 
is the strong tendency of popular governments to take action 
which will aggravate instead of alleviate the evils of monopoly 
and inequality and will even destroy efficiency. If individual lib- 
erty is to be preserved and increased, and not submerged and lost 
in a new and more terrible despotism—if indeed the material basis 
of civilization is not to be destroyed in war, between nations or 
between interest groups, leading to a new dark age—economists 
and other social scientists, and leaders in moral and religious 
thought, must find and put in operation more effective methods 
both of popular education and of political action to an extent far 
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beyond what such leaders realized in the heyday of liberalism in 
the nineteenth century. Free civilization requires impersonal ob- 
jectivity in politics, as against the passion, sentimentality, and 
romanticism to which humanity is naturally inclined. Men who 
are to rule themselves under modern conditions must have more 
understanding than they currently exhibit of what is inherently 
impossible in highly organized life and more political capacity to 
achieve what is possible. They must learn that government, and 
especially democratic government, cannot be like the gods of sav- 
ages who will perform any miracle if enough of the right kind of 
pressure is brought to bear. This must not be expected or asked, 
regardless of how desirable the miracle may be. Unpleasant as 
the fact undoubtedly is, democratic government must be more 
available for negative or preventive than for positive functions, 
in the proportion in which it is easier for people to agree on what 
they dislike than on what they want and how to get it. But self- 
government equally requires better moral attitudes, more courage 
and patience, more modest estimates of individual rights, more 
willingness to accept and be satisfied with what can reasonably 
be expected under the conditions of life on the earth as it is and 
with men as they are at any time, and to work patiently, intelli- 
gently, and co-operatively for the gradual removal of these limita- 
tions. 
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ATTEMPT a prediction of the role of large-scale enter- 

prise, one should be not merely a student of economics but 

a political scientist and a sociologist as well. Even if the 

speaker were so qualified, and if the full light of the social sciences 

could be focused on the future, it would still be seen only through 

a glass darkly. Unfortunately, problems do not wait on the per- 

fection of our knowledge; if we are to act rationally, we must fore- 
cast as best we can. 

In this paper the specific questions to which answers will be 
sought are these: first, will large-scale enterprise increase or de- 
crease in relative importance in the economy and, second, will the 
range of discretionary powers now exercised by managers of large- 
scale enterprises be enlarged or reduced? 

For these questions to be intelligible, the terms “enterprise” 
and “large scale” require at least partial definition. In this dis- 
cussion “enterprise” will be used to designate a private business 
conducted for profit; and all companies, establishments, or other 
units controlled by a single management will be regarded as con- 
stituting one enterprise or firm. The definition of size is trouble- 
some. In most economic problems the relevant concept is the 
ratio of the size of the firm to the size of the industry, with the 
comparison restricted to a single, fairly homogeneous product. 
This, it should be noted, involves some further difficulties in the 
specification of the product or industry. In certain other prob- 
lems an over-all comparison of size of firm is required without re- 

* A paper read at the University of Chicago on September 23, 1941, in connection 
with the celebration of the Fiftieth Anniversary of the University. 

* Iam indebted to Eugene Rotwein for assistance in the preparation of this paper. 
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striction to a single, homogeneous product. Size may be meas- 
ured by value of product, value of assets, or number of wage- 
earners; among these our choice will depend partly on the prob- 
lem under consideration and partly on the data available. There 
is no need to decide at just what point business becomes large 
scale, since trends and differences in the relative importance of 
big business are not closely dependent on this decision. 

Since the future can be predicted only by analysis of the past, 
we shall deal at some length with the factors responsible for the 
development of large-scale business up to the present time. A 
brief history of large-scale enterprise and a survey of its status 
in the contemporary scene will be a helpful preliminary to this 
analysis. 

At the beginning of the nineteenth century the economy of the 
United States was predominantly agrarian, and the nation was 
largely dependent upon Europe for manufactured goods. What 
little manufacturing existed was found mainly within the matrix 
of a household economy and a local market. But the industrial 
revolution was beginning, and by 1860 the transition from the 
household to the factory system was in large part completed. 
Manufacturing continued to expand at a rapid rate, so that by 
1890 it had superseded agriculture as the leading industry, and 
before 1900 the United States had become the greatest manufac- 
turing country in the world. 

Along with this remarkable growth came the development of 
large-scale enterprise. The period prior to the Civil War had been 
the golden age of small manufacturing; but after 1860 the cor- 
porate form of organization began to be widely adopted, thus 
making possible the investment of large amounts of capital in in- 
dividual enterprises. Soon the trend toward combination emerged, 
first evidenced in the formation of pools, especially from 1873 to 
1887, and then in the organization of trusts, particularly from 
1887 to 1897. During the period 1897-1904 the holding company 
was widely used to consolidate individual firms. Since 1904, re- 
sort has been had more generally to community of interest, inter- 
locking directorates, merger, or outright acquisition of assets. As 
one after another of these devices for combination was declared 
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illegal, business shifted to new means to attain its ends. Even 
now there is comparatively little restraint on the acquisition by 
one firm of the assets of other firms. 

Although there appears to have been a fairly continuous under- 
lying growth of large-scale enterprise through plowing back 
profits and issuance of new securities as well as by acquisition 
and merger, there were two periods in which consolidations and 
mergers took place at a feverish rate. The first was from 1897 to 
1903; the second, from 1925 to 1930. In the first period thou- 
sands of companies were combined to form larger enterprises, 
thus creating a considerable number of our present-day industrial 
giants. In the second period there was a similar wave of mergers 
and acquisitions, causing the disappearance of many concerns in 
manufacturing, mining, public utilities, retail trade, and even 
theaters and hotels. In both periods 
the enthusiasm for bigger business was closely related to the activities of 
financial promoters and the willingness of the investment markets to absorb 
new securities. In both instances, the business community was swept with 
the belief that size would solve many problems automatically, that “in 
union there is strength.” Both were periods of relative prosperity, with 
trends rising so that their projection made the future bright indeed. And, 
finally, both were periods in which the shadow of the anti-trust laws fell 
only dimly on the business world.? 


I turn now to a brief survey of large-scale enterprise in the con- 
temporary scene. Exclusive of agriculture, there are approxi- 
mately two million business enterprises in the United States 
which employ one or more workers. About 85 per cent of these 
firms have less than ten employees each. Only a very small frac- 
tion of them are large: less than 2 per cent have a hundred or more 
employees, less than 0.2 per cent have a thousand or more em- 
ployees, and less than 0.01 per cent have ten thousand or more 
employees. These few large enterprises, however, are more im- 
portant than these percentages might seem to indicate. Cumulat- 
ing downward by size of firm, o.o1 per cent of the firms have over 
10 per cent of all the employees, o.1 per cent of the firms have 


* Willard L. Thorp, “The Merger Movement,” in The Structure of Industry 
(T.N.E.C. Monograph 27), Part III, p. 231. 
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over 25 per cent of all the employees, and 1 per cent of the firms 
have over so per cent of all the employees.* 

The average number of employees per enterprise, outside of 
agriculture, is small—about fifteen—but the two hundred largest 
nonfinancial corporations control nearly one-half of the industrial 
wealth and account for roughly one-fifth of the nonagricultural 
production in the country. In the contemporary scene we find a 
few industrial giants, a moderate number of medium-sized firms, 
and a myriad of little ones. 

From industry to industry the importance of large-scale enter- 
prise varies enormously. In agriculture small-scale unincorpo- 
rated enterprise pervades the field. In service and in construction 
two-thirds of the activity is accounted for by unincorporated 
firms and most of the balance by small corporations. In trade 
three-quarters of the contribution to national income comes from 
unincorporated firms and from corporations with assets of less 
than a million dollars, but there are in this field a few very large 
enterprises. In finance, including banking, insurance, real estate, 
holding companies, stock and bond brokers, small business and 
large-scale enterprise are both important. In mining and in man- 
ufacturing, corporations with assets in excess of five million dol- 
lars account for over half the contribution to the national income. 
In transportation and public utilities the corporate giant is domi- 
nant: corporations with assets in excess of fifty million dollars ac- 
count for two-thirds of the value of services produced.‘ 

These are, of course, extremely broad categories. Comparisons 
of the size of leading firms with the size of the industry for indi- 
vidual products would be more illuminating. Such an analysis of 
a large cross-section of manufactured products in 1937 reveals 
that in the cases of three-quarters of these products the four 
largest firms accounted for 50 per cent or more of the total out- 

3 Because subsidiary companies were not combined with the holding company 
in the reports from which these figures were derived, these proportions considerably 
understate the relative importance of the larger enterprises (see Social Security 
Yearbook, 1939, pp. 66-75). 

4 Big Business: Its Growth and Its Place (New York: Twentieth Century Fund, 
1937). 
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put.S This concentration was more marked in producers’ goods, 
in durable goods, and in products fabricated from minerals than 
in the opposite categories. More striking than these differences, 
however, was the basic fact that in the great majority of manu- 
factured products a high proportion of the output was concen- 
trated in the plants of a few firms. 

The factors which explain the evolution of such large-scale en- 
terprise in the United States fall into four broad categories: (1) 
the technological and other factors responsible for economies of 
large-scale operation; (2) the monopolistic advantages of size; (3) 
the profits to be obtained in promoting combinations; and (4) the 
social and political influences permitting and only partially re- 
straining these other forces. 

It is obviously impossible for an enterprise to be large unless it 
has a large market. This necessary condition has been increas- 
ingly satisfied in the United States by the expansion of the fron- 
tier without the erection of internal tariff barriers, the growth of 
population, the development of low-cost rapid transportation and 
communication, and the increase in purchasing-power attendant 
on the accumulation of capital and the improvement in technol- 
ogy. A large market is a necessary condition, but it is not a posi- 
tive influence making for big business. 

The economies of large-scale production are such a positive in- 
fluence. These economies have their sources in the greater effi- 
ciency of large machines, and in the greater efficiency of special- 
ized machines, specialized labor, and specialized management. 
The smaller is the individual function performed by a specialized 
man or a specialized machine, and the larger is the output of 
such specialist, the greater must be the size of other operations in 
the plant or enterprise to secure a proper fit. These economies 
are available not only in physical operations but in the work of 
buying, selling, accounting, personnel administration, and re- 
search. The principal limitations on the economies of specializa- 
tion lie in difficulties of co-ordination; but mechanical equipment 
for communicating, recording, and statistical analysis and im- 


5 Walter F. Crowder, “The Concentration of Production in Manufacturing,” in 
The Structure of Industry (T.N.E.C. Monograph 27), Part V, p. 275. 
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proved techniques of management have facilitated enormously 
the co-ordination and direction of specialists in the large-scale en- 
terprise. These economies of large scale are particularly impor- 
tant in the individual plant, but they extend also to horizontal 
and vertical combinations of plants. Furthermore, there often 
are economies to be had in the production or sale of related prod- 
ucts. 

The comparative efficiency of large and small plants and of 
large and small enterprises varies, of course, from industry to in- 
dustry and in any case is extremely difficult to measure because 
of the presence of extraneous influences. In general, it seems to 
be true that the rate of gain in economy tends to diminish as size 
increases, and it is difficult to establish that very large plants or 
enterprises are substantially more efficient than those of moder- 
ately large scale. 

In one of the Temporary National Economic Committee’s 
monographs (No. 13) the Federal Trade Commission attempted 
to ascertain the relative efficiency of large and small businesses, 
but its techniques were so faulty that its conclusions adverse to 
large-scale business are often in conflict with those obtained from 
a proper analysis of the data. 

Another T.N.E.C. monograph (No. 15), prepared under the 
direction of Robert Nathan in the Department of Commerce, 
showed that the average rate of profits, as a percentage of net 
worth, increased with size of firm and that the profit rates showed 
less dispersion for large firms than for small ones. In the inter- 
pretation of these profit data two important qualifications should 
be borne in mind: first, that the profits of large firms probably 
have been augmented somewhat by the partial escape of these 
firms from the rigors of competition and, second, that wage rates 
tend to rise with size of firm. With reference to the latter point, the 
tabulation of twenty-five million employees covered by Social Se- 
curity revealed that the earnings per employee in firms with over 
ten thousand employees were one-third higher than in firms with 
from ten to ninety-nine employees. * In view of these facts, it is 


6 Social Security Y earbook, 1939, pp. 66-75; see also T.N.E.C. monograph No. 14. 
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impossible to tell whether the higher profits of large firms under- 
state or overstate the social economies of size. 

Concentration of a considerable proportion of the output of an 
industry in a single enterprise or in a few enterprises is conducive 
to price leadership and tends generally to restrain price-cutting. 
That combinations among competing firms have frequently been 
undertaken for the purpose of reducing the severity of competi- 
tion, there can be no doubt. This was particularly characteristic 
of the pools, trusts, and consolidations effected prior to 1904 and 
was probably important in many of those effected since that date. 

In the history of consolidations the promoter has had an im- 
portant role. Especially in the heyday of combinations (1897- 
1904) and again during the latter half of the twenties, promoters 
and financiers were able to make enormous profits by marketing 
the securities of a merger for more than the cost of its component 
parts. Such combinations did not have to be buttressed by econo- 
mies of large scale, since the willingness of the public to purchase 
the watered securities was the acid test. 

It is impossible to evaluate accurately the relative importance 
of economies of large-scale enterprise, advantages of strategic mar- 
ket position, and promoters’ profits in inducing the growth of big 
business. Most students of American history would probably 
agree that the technological economies of large scale constituted 
the principal stimulus before the 1870’s. It further seems likely 
that this same stimulus has been an ever present factor in the 
gradual growth of enterprise since the Civil War. In the great 
wave of consolidations at the turn of the century and again in the 
late twenties and to a lesser degree at other times, however, com- 
binations were undoubtedly motivated by the prospects of pro- 
moters’ gains and underwriters’ profits and by the desire to es- 
cape from competition. 

To understand these developments, and especially to predict 
their future course, it is essential to know something of the social 
and political matrix in which they occurred. In this connection 
three observations by Louis M. Hacker’ are especially pertinent. 


7 The Triumph of Modern Capitalism (New York, 1940), pp. 3-16. 
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First, American institutions existed in a capitalist climate from 
the very beginning. Second, the power of the state has always 
been severely circumscribed; we have in this country the longest 
unbroken history of respect by the state for the natural rights of 
the individual. Third, the faith in equality of economic opportu- 
nity has been more pervasive and deep seated here than anywhere 
else. 

Thus in America there developed early a system of economic 
individualism. The belief that economic liberty for the individual 
would serve the general good was in part, at least, a facet of a 
more comprehensive faith in the ultimate moral value of natural 
liberty. The legal counterparts of this belief are to be found in the 
doctrines of private property and the sanctity of contract, which 
provided the framework for an economy of private enterprise. In 
a system of economic individualism it was the function of the 
state to give meaning to these devices primarily by specifying in 
minimum degree what should not be done. Thus the general rules 
of the economic game were established, and a large area was left 
in which individual initiative could operate unhampered by regu- 
lation. 

The movement toward freedom for the individual was enor- 
mously accelerated by the Civil War. As laissez faire became the 
accepted economic doctrine, business entrepreneurs got free reign. 
The natural resources of the country seemed more than ample for 
all needs—why place restrictions on the capital needed for their 
development? Likewise, the pioneer economy of the frontier de- 
manded maximum freedom of action. In this favorable social cli- 
mate production expanded and unbridled competition thrived. It 
was the golden age of laissez faire. 

The evolution of great private fortunes and the trend toward 
combination of concerns brought a reaction. The farmer had 
grievances against the railroads, and the average citizen distrusted 
the growing concentrations of industry and capital. This discon- 
tent led to the Interstate Commerce Act of 1887. It was followed 
shortly by the Sherman Act of 1890, which declared illegal com- 
binations in restraint of trade, monopolies, and attempts or con- 
spiracies to monopolize trade. 
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The Sherman Act was sufficiently ambiguous and its enforce- 
ment was so poorly implemented that it was not effective. In fact, 
as we have seen, it was followed within a few years by a great 
wave of consolidations. This led to a series of publications de- 
nouncing the trusts and to Theodore Roosevelt’s campaign 
against them. After the election of Wilson in 1912, the attacks 
on the trusts crystallized into the Clayton Antitrust Act of 1914, 
which forbade, inter alia, interlocking directorates among large 
competing concerns and the acquisition by a company of the 
stock of a competitor. At about the same time the Federal Trade 
Commission was organized, with duties of investigating persons 
or corporations subject to antitrust laws and issuing orders re- 
quiring the cessation of illegal practices. 

Although these measures restricted the methods which could 
be used in combinations and tended to prevent industry-wide con- 
solidations, they did not interfere seriously with the agglomera- 
tion of enterprise by merger and acquisition during the twenties. 
Only in the past few years under the aegis of the New Deal has 
the enforcement of the Sherman Act been undertaken on a large 
scale. 

Thus far we have sketched the growth of big business, surveyed 
its present status, and summarized the factors which have ex- 
plained its development. To look into the future we shall use the 
customary methods of economic forecasting: the projection of the 
trend of industrial concentration and the prediction of the causal 
factors, together with a synthetic estimate of their effects. 

The best available evidence on the trend of concentration is to 
be found in T.N.E.C. Monograph 27, The Structure of Industry, 
Part I of which contains a study of the trend in the scale of manu- 
facturing operations. This study shows that the average number 
of wage-earners per establishment exhibited a very slight upward 
trend after 1914, with a rather marked upturn between 1935 and 
1937, Owing mainly to a decrease in number of very small firms. 

A more significant measure for our purposes is the index of con- 
centration employed in this same study, based on the percentage 
of establishments, cumulating from the largest down, which ac- 
counted for half the employees in the industry. The most remark- 
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able fact revealed by this analysis was the high degree of concen- 
tration already existing in 1914, when 3.4 per cent of the establish- 
ments employed half the wage-earners. From 1914 to 1919, dur- 
ing the war period, this percentage dropped to 2.4 per cent, indi- 
cating a marked rise in concentration, which was partly canceled 
from 1919 to 1921. The index of concentration (which is the recip- 
rocal of this percentage converted into an index number) showed 
a moderate increase for all manufacturing from 1914 to 1937, but 
for the same period the indexes of concentration in individual in- 
dustries exhibited a slightly larger number of declines than ad- 
vances. Apparently, the small increase in concentration occurring 
between 1914 and 1937 was due to the more rapid rate of growth 
in industries with high concentration indexes. The conclusions to 
be drawn from this study are three: (1) the degree of concentra- 
tion in manufacturing industries was already high in 1914; (2) 
this concentration increased slightly from 1914 to 1937; and (3) 
a sharp rise in concentration occurred during the war period. 

The projection of the trend of concentration in manufacturing 
establishments suggests that, if other important factors do not 
intervene, the degree of concentration in the near future will not 
change markedly but may increase slightly. It should be noted, 
however, that this analysis applies to establishments or plants, 
not to enterprises or firms. Similar data are not available for 
tracing quantitatively the degree of concentration of enterprises 
by industries over recent years. 

A more satisfactory forecast may be obtained by considering 
the probable developments in the causal factors likely to affect 
large-scale enterprise. 

The differential economies of large-scale operations will prob- 
ably continue without great change into the near future, although 
there may be a slight growth in these economies with the increas- 
ing perfection of managerial techniques. Small-business enterprise 
is likely to suffer as the burden of dealing with government regu- 
lations increases, but the differences in the effect of this factor on 
medium- and large-scale firms will not be substantial. 

Escape from competition is likely to be a much less effective 
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incentive to combination in the future than it has been in the 
past. The Temporary National Economic Committee unanimous- 
ly recommended to Congress that a statute be passed, subjecting 
the acquisition of assets to the same limitations as apply to the 
acquisition of stock under the Clayton Act and also providing 
that the Federal Trade Commission be given authority to pro- 
hibit any merger of large companies which does not satisfy rather 
strict standards designed to preserve competition. Such a law is 
desirable and may be enacted. The increased activity of the De- 
partment of Justice in prosecuting violations of existing antitrust 
laws will also help to prevent mergers which would qualify as 
monopolies or restraints of trade. 

The role of the promoter in organizing mergers for profit will 
also be severely curtailed. In the first place, many potential com- 
binations will be barred as being in restraint of trade or, if the 
legislation recommended by the T.N.E.C. should be adopted, as 
not conforming to the required standards for the preservation of 
competition. In the second place, the sale of securities to the 
public will have to conform to the requirements of the Securities 
and Exchange Commission, which would make impossible many 
of the practices of earlier years. 

Since 1933 the number of concerns disappearing by merger or 
acquisition has been very small in comparison with the record 
from 1919 to 1932. In 1939 it was lower than in any previous 
year. Projection of this recent trend confirms the forecast that 
combination will not be a very important factor in the future ex 
pansion of big business. 

Of the factors which in the past have been dominant in the de- 
velopment of large-scale enterprise only one, the economies of 
size, promises to be of great importance in the future. Growth will 
come mainly from internal expansion financed by plowing back 
profits and issuing additional securities. Even this expansion will 
probably be hindered by low rates of profits. 

More important than these are the new forces which will affect 
the destinies of large-scale enterprise. Some of these, such as the 
defense program and government administration of wages, have 
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taken definite shape. Others can only be dimly anticipated, since 
they are obscured by an essential conflict between two objectives: 
a competitive system and a government-controlled economy. 

The direct impact of national defense on large-scale enterprise 
is already becoming apparent. While many of the large companies 
are taxed to capacity with defense work, numerous small busi- 
nesses will soon have to close their doors. During the war of 
1914-18 a marked shift toward greater concentration occurred; 
similarly, in England many small businesses have recently been 
shut down to facilitate the more expeditious handling of produc- 
tion in larger firms. After the war, the tendency toward concen- 
tration will be partly reversed, but nonetheless it will have en- 
larged permanently the scope of big business. 

In 1933 the government embarked on a campaign to raise wage 
rates, especially where they were low, and to lend strong support 
to union organization of labor. This drive has been effective and 
shows no sign of abating. In the future the process of leveling-up 
wages will undoubtedly continue. Since, by and large, wages have 
been considerably higher in large firms than in small ones, this will 
prove a potent influence in favor of big business. 

Looming larger than any of these factors in its ultimate impor- 
tance to large-scale enterprise is the resolution of the conflict be- 
tween the drive for more competition and the expansion of direct 
government controls. For a time both of these may proceed to- 
gether, but in the long run they are likely to prove mutually in- 
consistent. Eventually, the antimonopoly campaign is likely to 
recede in importance because it is less deeply rooted in our social 
and political structure than the trend toward government control 
of the economy. 

The current antimonopoly movement did not arise out of a 
broad popular demand for repressive action against big business. 
In fact, its evolution was incidental, rather than essential, to the 
struggle on the part of the government to gain increasing eco- 
nomic control. It originated in the belief that lack of competition 
was a major cause of depression and unemployment; and, as the 
interest in sticky prices versus flexible prices has begun to wane, 
the vitality of the movement has been preserved mainly by the 
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aggressive leadership of Thurman Arnold and by the mundane 
fact that his department brings in more than it spends. 

The Temporary National Economic Committee was organized 
in response to a presidential message. Its labors extended over 
two and one-half years, yielding 20,000 pages of testimony, 3,300 
exhibits, and 43 monographs, which together fill a five-foot shelf. 
Yet most of this activity was organized and directed by a few 
persons, and there never was any deep public interest in the pro- 
ceedings. The final report of the committee affirms a faith in 
free enterprise and makes a number of recommendations to pre- 
vent further reductions of the area of competition. But it is obvi- 
ous that no substantial increase in the number of competing firms 
will result from these recommendations. 

Although there seems slight probability of congressional action 
to reduce big business into smaller firms, there may be some lim- 
ited achievements of this sort by the Department of Justice op- 
erating with the benefit of a friendly court. Thus far, however, 
most of the accomplishments of the Department of Justice have 
taken the form of consent decrees. These may be appropriate in 
special cases, but their general use by the Department of Justice 
as a means of administrative control over business is likely soon 
to prove unsatisfactory. 

In contrast with this program to preserve and extend the do- 
main of competing enterprise, the movement toward govern- 
ment control of the economy and government responsibility for 
its satisfactory operation draws its power from more important 
and fundamental sources. In the depth of the depression the gov- 
ernment intervened, tided the country over the banking crisis, 
and initiated the New Deal. Since then government measures 
have dealt with wages, hours of work, collective bargaining, union 
organization, unemployment compensation, old age insurance, re- 
lief, crop control, and commodity prices. These are matters vital 
to the common man. The state has, in fact, become the protector 
and the guardian of the citizen. 

In the present defense emergency the government is undertak- 
ing elaborate regulation of private business, including allocation 
of materials, control of inventories, and establishment of maxi- 
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mum prices. By leaving wage rates free to rise and holding prices 
down, large amounts of profits have been diverted to wage-earn- 
ers. The technique is not likely to be forgotten soon. 

Just what form future controls will take it is difficult to pre- 
dict, but it is almost certain that after the war there will be regu- 
lations substantially affecting the distribution of income among 
the factors of production. Such controls, especially if they inter- 
fere directly with wage rates, prices, and profits, are fundamen- 
tally inconsistent with genuine competitive enterprise and are 
likely to call for further controls to keep the economic system 
functioning. Since government regulation of economic processes 
has its foundations deep in the consciousness of the common 
people and is reinforced by the active interest of the politicians 
and civil servants, who are beginning to share in the management 
of economic affairs, it is likely to persist as a dominant factor in 
the economy. 

If, as seems probable, government direction is to assist the 
“invisible hand,” large-scale business will not disappear, because 
it affords a convenient medium through which state controls can 
be made effective. Business managers will lose some of their 
powers and privileges, but the institution of big business will re- 
main. 

The appraisal of these prospective developments in compari- 
son with various alternatives involves controversial issues which 
cannot be adequately explored, much less resolved, within the 
limits of this paper. This brief evaluation must therefore be some- 
what dogmatic. 

In my judgment, the benefits to be derived from reducing the 
role of large-scale enterprise tend to be overestimated. Big busi- 
ness has not only been a useful scapegoat for the politician but 
also a logical villain for the economist guided by the ideal of per- 
fect competition. It is true that the history of pools, trusts, and 
combinations provides a strong basis in experience for associating 
bigness with the exercise of monopoly power, but the essential 
fact is that the aggregate of monopoly profits and avoidable costs 
of excess capacity attributable to size is now a very small por- 
tion of the national income! Although there are undoubtedly 
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many sectors in which business could be carried on by smaller 
enterprises without encroaching seriously on the economies of 
large scale, the subdivision of very large firms would not go far 
in dissipating market imperfections due to product differentia- 
tion, costs of transportation and communication, inadequate 
knowledge of buyers and sellers, specialization of capital, and 
difficulties of entry into an industry. The reduction of large enter- 
prises into smaller units would tend somewhat to increase cyclical 
price flexibility, but this would in my opinion be a minor factor in 
promoting the fuller use of resources. Cyclical depressions are 
due basically to fluctuations in demand, particularly for durable 
goods, implemented by credit and monetary mediums, and would 
not be much affected by a moderate increase in price flexibility. 
As far as structural restrictions on opportunities for employment 
are concerned, monopolistic commodity prices are a much less 
serious factor than monopolistic wage rates. 

In the basic industries producing materials required in greatly 
increased quantities in time of war, a partially oligopolistic condi- 
tion characterized by “excess” capacity and only moderate profits 
would be preferable to a condition of pure competition. Somewhat 
imperfect competition may also be desirable in industries subject 
to great fluctuations of demand in the business cycle, but this is 
a much more doubtful case. Aside from these special situations, 
the social justification for large-scale enterprise must lie in the 
economies of size. When these are not present, subdivision of 
large enterprises is desirable, provided a simple, definite procedure 
can be worked out to accomplish this objective. The formulation 
of such a program involves difficulties of factual determination, 
administration, and even of definition of essential concepts, which 
are formidable but not insuperable. 

Overshadowing all these considerations is the role of govern- 
ment in the economy. As state control over prices, wages, and 
profits is extended by direct or indirect implementation, the de- 
sirability of atomizing business decreases. On the other hand, if 
government sanction and support for monopolies established in 
the interests of strong pressure groups is withdrawn, if govern- 
ment interference in prices, wages, and production in normal 
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times is reduced to a necessary minimum, and if government con- 
trols are concentrated mainly in monetary and fiscal measures, 
then the partial atomization of big business, even at the expense 
of considerable economies of scale, is well worth while as part of 
the general program. 

The present and probable future trend toward a politically ad- 
ministered economy is beset with grave dangers. Controls are 
likely to be instituted and operated in the interests of organized 
minorities, the injurious secondary effects of such measures are 
almost certain to be neglected, and the costs of administering and 
conforming to government regulation are sure to consume large 
amounts of potentially productive resources. The prospects for 
economic progress would be much brighter if the state were to 
facilitate rather than to restrain the play of competitive forces 
and if it were to combat depressions and promote equality of op- 
portunity by means which would not interfere directly with the 
price mechanism for the allocation of resources. 
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OME years before the Revolution an Englishman, traveling 
on the Continent, wrote of France: “A failure of crops or a 
careless administration, may occasion distress and scarcity 
of bread among the common people at a particular time. But 
when there is a permanent poverty through various reigns and for 
a long tract of years, among the peasantry of such a country as 
France; this seems to me the surest proof of a careless, and conse- 
quently an oppressive government.’’ Nevertheless, he went on to 
say: “I am persuaded, that, in spite of the discontent which really 
subsists at present in France, the King might recover the esteem 
and affection of his subjects at once by the simple manoeuvre of 
dismissing his minister, and a few other characters.’* This simple 
expedient, tried several times by Louis XVI, failed to correct the 
serious economic, social, and political maladjustments that had 
crystallized during the old regime. 

But the serious and very real hardships of large groups of 
Frenchmen and the numerous memorials which mirrored their 
distress must not blind us to the substantial economic expansion 
which France experienced in the eighteenth century. This eco- 
nomic progress was especially rapid after 1750 and, despite the 
loss of her major colonies in 1763, continued vigorously to the end 
of the old regime. 

In large measure this expansion was due to the development of 
large-scale industry, to the growth of the wholesale trade, and to 
the extension of free handicraft industry organized under the 
domestic system.? It was reflected by many symptoms of pros- 
perity. Thus the French population manifested a remarkable 

* John Moore, A View of Society and Manners in France, Switzerland and Ger- 
many (6th ed.; London, 1786), I, 98-100. 

* Gustave Fagniez, Corporations et syndicats (Paris, 1905), p. 53. 
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growth, from an estimated 19,669,320 in 1700 to 27,349,003 in 
1801, as revealed in the first national census.* The money in circu- 
lation is supposed to have increased approximately 300 per cent 
between 1715 and 1789, while during the same period French ex- 
ports to various European countries grew from 105 million livres 
to 424 million livres and her imports from them from 71 million 
livres to 380 million livres.* This is without even counting colo- 
nial trade, which, for both France and England, held first place in 
the eighteenth century and continued to be very important to 
France even after the loss of her colonies.’ Thus France’s trade 
with the Antilles grew from 26 million livres in 1716 to 260 million 
livres in 1788.° According to figures cited by Arthur Young, who 
knew France intimately and of whose economic policies he was 
very critical, French foreign trade—both export and import— 
grew considerably more rapidly during this period than did that of 
England. France’s economic expansion was also reflected in a 
notable growth of her cities. Thus Lavoisier estimated that, at 
the end of the old regime, France had a total urban population, 
excluding agricultural agents living in towns and cities, of 8,000,- 
000,’ while Paris alone was estimated to have had a working pop- 
ulation of 250,000.° 

Quite naturally, much of this expansion was the result of de- 
liberate efforts to foster French manufacture and trade. The 
government sponsored the creation of local chambers of com- 
merce. One already existed in Marseille, when a decree of 1701 
authorized the establishment of chambers in other commercial 
centers. This order was quickly followed in Lyon, Rouen, Tou- 
louse, Montpellier, La Rochelle, Bordeaux, Bayonne, and Saint- 
Malo.’ Representing the commercial class, especially the mer- 

3 Maurice Block, Statistique de ia France (Paris, 1875), p. 136. 

4A. M. Arnould, De la balance du commerce (2d ed.; Paris, 1795), II, 154. 

5 Henri Sée, Modern Capitalism (New York, 1928), p. ot. 

6 Ibid. 

7A. L. Lavoisier, Statistique agricole (Paris, n.d.), p. 130. 

8 F. Braesch, ‘Essai de statistique de la population ouvriére de Paris vers 1791,” 
La Révolution francaise, LXIII (1912), 320. 

* Germain Martin, La grande industrie sous le régne de Louis XIV (Paris, 1899), 
p. 276. 
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chants as against the craftsmen, these institutions not only acted 
as local mercantile associations but also were privileged to send 
delegates to the Bureau du commerce, where they constituted a 
powerful “lobby.” 

The crown itself directly took a hand in the promotion of in- 
dustry by granting concessions for and actually setting up many 
state manufactures similar in character to the Gobelins*® and the 
Savonnerie,™ of which the king was patron, and also in the pro- 
motion of royal and privileged manufactures. Concessions to 
these enterprises were often very sweeping, such as the monopoly 
for making Dutch cloth enjoyed by the van Robais firm, extend- 
ing for a radius of forty kilometers from Abbéville—a monopoly 
which, repeatedly renewed, lasted over a hundred years. Some of 
these grants were made to noblemen, such as the iron-mining con- 
cession awarded the prince of Condé or the coal-mining conces- 
sions granted to the duke of Aumiéres and the duke of Aumont in 
the Boulonnais. 

Not content with their individual privileges, many great in- 
dustrialists sought to promote business through the formation of 
trade agreements and virtual syndicates. Thus the clothiers of 
Languedoc acted in concert in 1740*' to secure an exclusive con- 
tract to clothe the army. By the middle of the eighteenth century 
all the various entrepreneurs and proprietors of mines in Langue- 
doc had reciprocal price-fixing conventions. In 1724 Perrin and 
Poinat of Lyon cornered the iron of the realm. In 1765 the king’s 
munition manufacturers at Saint-Etienne cornered the steel 

© The Gobelins’ manufacture was established by Louis XIV in 1662 on Colbert’s 
initiative and was formally authorized in 1667, although Henry IV had already 
patronized master-weavers in the Gobelin family residence in the Paris faubourg 
of Saint-Marcel. Although it did-some bronze casting and manufactured various 
art objects, the Gobelins’ manufacture is best known today for its exquisite tapes- 
tries. 

't The Savonnerie was a manufacture of oriental-type rugs, unique for its use of 
gold and silver yarns. It was set up by Henry IV on the ground floor of the Louvre. 
In 1627 the workshop was transferred to the site of an old soap works at Chaillot— 
hence its name. 

'? Henri Sée, L’Evolution commerciale et industrielle de la France sous l’ancien 
régime (Paris, 1925), p 256. 

3 Ibid., p. 260. 
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market." Many of these monopolistic enterprises were very 
profitable. The Saint-Gobain factory, for example, paid munifi- 
cent dividends. 

France had no uniform patent law as did England. The crown, 
nevertheless, was lavish in grants of exclusive privileges which 
often were more extensive than the English patent rights.** Thus 
in 1717 Levaillant, lord of Buisson, was granted an exclusive 
privilege for ten years for the manufacture of one-piece glass 
lanterns. In 1746 a Parisian was granted the exclusive privilege 
of making indelible ink.*’7 The Bureau du commerce in 1747 
granted to three Rouen businessmen for thirty years the exclusive 
privilege of manufacturing a Turkish red dye."* Two requests 
were made in 1788 for grants or bounties for the introduction of 
English spinning and carding machines.’® Both of these were 
granted. Under the spell of physiocratic doctrine the Bureau be- 
came more reluctant toward the end of the century to grant ex- 
clusive or extensive economic privileges of any kind, yet it vigor- 
ously encouraged inventors and importers of foreign inventions by 
interest-free loans”® and by attractive prizes and bounties. 

While her naval construction and shipping continued to be 
comparatively retarded, France stimulated internal trade by the 
digging and extension of a vast network of canals and the con- 
struction of an excellent system of highways, especially after 

“4 Tbid. 

tS Paul M. Bondois, “Le Privilége exclusif au XVIII® siécle,”’ Revue d'histoire 
économique et sociale, XXI (1935), 144-48. 

6 Procés-verbaux de Conseil de commerce et Bureau du commerce, ed. Pierre Bon- 
nassieux (Paris, 1900), p. 352. 

11 Ibid., p. 342. 

8 Tbid., p. 351. 19 Ibid., pp. 462, 466. 

2° When interest was charged, it was usually 4 per cent, but never above 5 per 
cent. According to Depitre, all loans prior to 1762 were without interest, and three- 
fourths of them from 1762 to 1789 were also without interest. Many of these loans 
were never repaid, notably after 1750, when the government audit was greatly re- 
laxed. Some of the loans were made by the Caisse du commerce, maintained by a 
supplementary duty on colonial imports, but many of these loans were made from 
the funds of the Fermes générales (cf. Edgard Depitre, “(Les Préts au commerce et 
aux manufactures de 1740 4 1789,” Revue d’histoire économique et sociale, VII [1914- 
19], 198-217). 
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1735." These magnificent roads excited the admiration of many 
foreigners. Throughout his travel diary Young remarked on the 
excellent highways he found in nearly every part of France.” 
Altogether there were twenty-six separate lines traversed by the 
royal coach establishments’ carriages emanating from Paris, to say 
nothing of the considerable wagon traffic on these thoroughfares. 
It was estimated that, on the eve of the Revolution, France had 
40,000 kilometers of well-maintained roads.”° 

French industrial organization, meanwhile, was undergoing a 
remarkable capitalistic transformation. Perhaps the most dy- 
namic factor in this transformation was the Bureau du commerce. 
It is true that it was theoretically only a consultative body to the 
council of state, but the latter seldom withheld its sanction from 
the Bureau’s recommendations. Originally it was designed pri- 
marily to enforce the industrial and commercial codes (regula- 
tions issued before but especially during and after the time of Col- 
bert), act on statutes of corporations (used here in the sense of 
guilds), and in general promote French business. After 1735 the 
Bureau showed a marked tendency to simplify, weaken, and 
destroy many of the reguiations; and after 1750 it declined to 
ratify or confirm statutes submitted by corporations virtually as 
a matter of principle** and was ready to grant many exemptions 
from existing statutes. It was especially cautious at this time not 
to grant any new exclusive privileges except in so far as patent 
rights were concerned.*S Through the intendants of commerce and 
the inspectors of manufactures under its immediate control it 
made a frontal attack on the whole system of economic privilege 
and monopoly” represented by the corporations and their statutes 

** Georges d’Avenel, L’Evolution des moyens de transport (Paris, 1919), p. 30. 

22 Young’s Travels in France (London, 1924), p. 24. 


23 Eugéne Campredon, Réle économique el social des voies de communication (Paris, 
1899), p. 16. 

*4 Henri Hauser, Travailleurs et marchands dans l’ancienne France (Paris, 1920), 
Pp. 213. 

*5 Bondois, op. cit., p. 148. 

6 This was due largely to the influence of militant physiocrats, such as Gournay 
(intendant of commerce, 1751-58) and Dupont de Nemours (inspector-general of 
manufactures, 1765-90), to say nothing of Turgot and the Trudaines (cf. Procés- 
verbaux de Conseil de commerce et Bureau du commerce, pp. ix-xxv). 
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and by so doing paved the way for the advent of new types of 
capitalistic enterprise.?’ 

No doubt the Bureau would have been unable to make a breach 
in the old traditions and to usher in new types of industrial and 
commercial organization without the concurrence of an aggressive 
and militant new class of merchants and merchant-manufacturers. 
In the fourteenth century the French communes had already 
come into the hands of a class of rich merchants who, by various 
expedients, sought to perpetuate their hegemony.”* As the over- 
seas expansion of the sixteenth, seventeenth, and eighteenth cen- 
turies enormously increased commerce, this class became not only 
richer and more numerous but also very much more powerful. By 
the very nature of their economic function the merchants were 
committed to low tariffs and the simplification of industrial regu- 
lation. Moreover, repeated crises in the eighteenth century ruined 
a host of small manufacturers and fostered the growth of great 
entrepreneurs, especially in the linen, wool, silk, and metallurgical 
industries.” After 1750 the rapid expansion and mechanization of 
the cotton industry, especially in the departments of Seine-In- 
férieure and Escaut and in Paris and Alsace, stimulated the 
emergence of wealthy industrialists firmly committed to a pro- 
gram of economic liberalism as far as industrial regulation was 
concerned.*° 

It goes without saying that these various efforts resulted in the 
rapid rise and expansion of French towns and cities and the growth 
of industrial concentration.** Thus there were said to have been 
80,000 wage-earners in and around Marseille at the end of the old 
regime. In Lyon approximately 58,o00 persons were occupied in 
what may be called factories. while there were 4,000 miners in 
Anzin and 60,000 workers in the various textile establishments 
of Reims and Saint-Quentin and their environs, to say nothing of 

27 Henri Sée, La Vie économique et les classes sociales en France (Paris, 1924), 
p. 124. 

28 Charles Normand, La Bourgeoisie francaise au XVII* siécle (Paris, 1908), p. 
147. 

°C. Ballot, L’Introduction du machinisme dans l’indusirie francaise, ed. C. 
Gevel (Paris, 1923), p. 168. 

3° Tbid., pp. 122-34. 3" Tbid., p. 4. 
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the rapidly growing cotton manufactures of Normandy or the 
metallurgical plants in the Ardennes area and in Picardy.* The 
great Encyclopédie, in its 1773 edition, describes a large-scale 
industrial undertaking as something already playing an important 
economic role. 

One of the more conspicuous of these large-scale industries was 
the manufacture of ribbons, especially after the authorization of 
the ribbon frame in France in 1735. After the middle of the cen- 
tury Saint-Etienne and Saint-Chamond became flourishing cen- 
ters of ribbon manufacture, even being able to cope with the for- 
midable Swiss competition.** 

The manufacture of hosiery, meanwhile, had also been or- 
ganized on a large-scale basis. Here the cost of the frame (300- 
400 livres) favored concentration. Thus in Lyon 48 merchants 
had 819 master-manufacturers working for them in 1789, while in 
Orléans in 1787, 55 merchants controlled 260 masters who, in turn, 
with their dependent workers operated 867 looms.* 

The modern large-scale organization had also invaded the silk 
industry, especially in Lyon, Neuville, and Virieu, where there 
already were large silk mills in the seventeenth century. In the 
quarter-century after 1751 there had been an enormous growth 
in large silk manufactures, especially in Dauphiné, Provence, and 
Languedoc, the largest of these enterprises being the famous 
Jubié firm.** In the silk industry the simultaneous extension of 
the domestic system resulted in an acute class antagonism be- 
tween the merchant-manufacturers and the master-craftsmen, 
often ending in bloody encounters.*” 

But the first branch of the textile industry to be organized on a 
very large scale was the cloth-printing establishment. The need 
for extensive fields for bleaching and the specialization of en- 

3? Paul Louis, Histoire de la classe ouvriére en France (Paris, 1927), p. 18. 

33 Encyclopédie ou dictionnaire raisonné des sciences, des arts et des métiers 
(3d ed.; Livourne, 1773), X, 54. 

34 Ballot, op. cit., p. 256. 

38 Ibid., p. 271. 

36 Henri Sée, L’ Evolution commerciale, pp. 285-86. 


37 Julien Hayem, “‘La Repression des gréves au XVIII* siécle,”” Mémoires et 
documents, ed. Julien Hayem (Paris, 1911), p. 131. 
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graving, color-mixing, and designing and even of weaving and 
spinning frequently associated with these plants resulted in the 
survival of only comparatively extensive enterprises. Centered 
chiefly in Rouen, Alsace, Lyon, Nantes, and Paris, only 5 of these 
establishments produced less than 1,000 pieces of cloth a year, while 
9 of them produced from 10,000 to 15,000 pieces, and 3 of them 
each over 25,000 pieces annually in the early 1780’s.** The firm 
Hausmann et Cie, for example, annually exported printed cloth 
valued at more than 600,000 livres, while the 19 establishments of 
Mulhouse in 1786 did a total business of 6,500,000 livres. The 
profit alone from the mammoth Oberkampf cloth-printing works 
at Jouy in 1790 was estimated at 673,657 livres.*® 

In cloth-printing, as in many other industries which were 
achieving a modern capitalistic form, there was also a mounting 
antagonism between the new capitalists and the traditional 
masters. Thus in Nantes, for example, two large printed-cloth 
establishments were using more dyestuffs than all the numerous 
masters of the city together. Their original privilege stipulated 
that the printed fabrics should be produced exclusively for the ex- 
port trade (they were intended chiefly for the Guinea Coast slave 
trade), but the existence of a vast potential local market for these 
goods among the numerous poor of the city militated against this 
restriction. The large manufacturers controlled the local chamber 
of commerce as well as the municipal government and had a 
powerful “lobby” at the Bureau du commerce in Paris, although 
the local parlement, always sensitive to popular opinion, cham- 
pioned the masters. Beginning with domiciliary visits of the cor- 
poration syndics to verify the extent of local consumption of the 
forbidden fabrics, this antagorism led to the arrest in the public 
places and squares of persons wearing printed cloth and termi- 
nated with extensive litigation over the use of trade-marks, width 
and length of cloth, etc.** 

Curiously enough, simultaneously with this industrial con- 

38 Ballot, op. cit., p. 283. 

39 Ibid., pp. 283-90. 

4° Gaston Martin, ‘Capital et travail 4 Nantes au cours du XVIII* siécle,” 
Revue d’ histoire économique et sociale, XVIII (1930), 73-75. 





FRENCH AGRICULTURE AND THE 1788 CRISIS 857 


centration in certain branches of textile manufacturing went a 
progressive dispersion in certain other branches. Although rural 
industry everywhere has a remote antiquity, it was, nevertheless, 
greatly stimulated in France after 1750, so that, on the eve of the 
Revolution, it extended all over the country.“ In most cases this 
organization involved primarily the textile industries, chiefly 
linen- and wool-spinning and weaving, though some other in- 
dustries were organized on this basis, the cutlery manufacture in 
the vicinity of Thiers, for example. Moreover, rural manufac- 
ture had undergone a progressive commercial integration during 
the eighteenth century, with the result that the by no means 
homogeneous class of merchant-manufacturers began to gain 
complete dominance of the field.‘ This is especially significant 
when one remembers that the vast industrial activity of the whole 
north took place almost entirely in the country.** The inspectors 
of manufactures as well as the central authorities in general made 
strenuous efforts to foster rural manufactures, despite the almost 
universal disregard of existing industrial regulations in the 
villages. 

Quite naturally, this industrial organization, with its contempt 
for craft statutes, spread to the cities, as in Nevers, for example, 
where the corporations as craft monopolies were dead long before 
the Revolution and where they continued to function only as 
philanthropic and religious societies.“ This was especially true in 
those industries not readily adaptable to rural organization. In 
Lyon, for example, a fierce and bloody conflict grew out of the 
cleavage of interest between the merchant-manufacturers and the 
master-craftsmen. The latter, who had enjoyed some independ- 
ence and a corporate monopoly, in the course of the eighteenth 
century found themselves inexorably slipping into the clutches of 
commission merchants, whose control of wages and even of de- 

4* E. Coornaert, ‘‘La Draperie rurale en Flandre,” Revue d'histoire moderne, V 
(1930), 22-26. 

4 E. Tarlé, L’Industrie dans les campagnes en France a la fin de l’ancien régime 
(Paris, 1910), p. 7. 

43 Coornaert, op. cit., pp. 23-25. 44 Tarlé, op. cit., p. 13. 

45 L. Lévy-Schneider, ‘Le Systéme corporatif dans le Nivernais 4 la fin de l’ancien 
régime,” La Révolution francaise, LXXIV (1921), 53. 
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signs, dictated by market conditions, became extremely vexa- 
tious.“ 

This reorganization of French industry and commerce in the 
eighteenth century indicates a remarkable economic progress. 
While this progress augmented the number and enhanced the 
affluence and prestige of merchants and merchant-manufacturers, 
it forced drastic readjustments upon the independent master and 
his workers in competing crafts and industries. The plight of the 
latter was both reflected in and aggravated by the decay of the 
whole corporate regime. Thus the abrogation of regulations pre- 
scribing apprenticeship and limiting the number of workers each 
master could employ entailed serious hardships for a more or less 
defenseless working class, since it greatly extended the labor 
market. In the same way the abolition of corporate monopolies 
in favor of free competition ruined many less efficient and enter- 
prising masters while forcing difficult readjustments upon others. 
Moreover, a vast new army of rural workers now sought to sup- 
plement their agricultural income by manufacturing or became 
entirely dependent upon it. In some regions, as in Languedoc, for 
example, this had some very unfortunate consequences for agri- 
culture. Tarlé states that it was not uncommon even for well-to- 
do peasants in this province to sell their livestock in order to buy 
looms.*? 

But industry was attracted to the country primarily by the 
cheap labor available there. It is quite true that this cheap labor 
in turn reflected the decadence of agriculture or a comparatively 
barren soil. In Brittany and Bas-Maine, for example, the linen 
industry, which had always been an essentially rural industry 
here, greatly retarded agricultural progress, since, in order to pro- 
duce cheaply, the farmers sowed their own flax on infertile or 
depleted soil, and this had been repeated for successive years so 
that the exhaustion of the soil had begun long before the Revolu- 
tion.** But flax is a very soil-depleting crop even on comparatively 

4°Emile Levasseur, Histoire des classes ouvriéres et de l'industrie en France 
avant 1789 (Paris, 1900), II, 470-72. 

47 Op. cit., p. 36. 

48 Henri Sée, ‘“Caractére de l’industrie rurale en France,” Revue historique, XLII 
(1923), 48. 
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fertile land, and rotation is essential to sound agriculture. Hence, 
a region naturally poor was further impoverished since, being a 
rural industry, this work was competitive and little governed by 
corporate monopoly and since agriculture as such was already 
submarginal. 

Whatever the agricultural consequences of a rapid industrial 
dispersion of linen- and wool-spinning and weaving after 1750, it 
is clear that the impoverishment of the lower rural classes, tena- 
ciously clinging to an increasingly precarious and shadowy pro- 
prietorship, created a large and cheap labor supply. It is impor- 
tant also to recall the difficulty of enforcing processing regulations 
in the country. The unenforcibility of the manufacturing codes 
had, of course, attracted certain industrial operations to the 
country before that unenforcibility was given juridical recogni- 
tion by the edict of 1762, liberating all rural industry from regula- 
tion.4? The prospect of circumventing traditional corporation 
statutes thus favored the extension of the domestic system. Not- 
withstanding a considerable investment of capital in industrial 
concentrations, its commercial exploitation in this way was often 
more profitable. 

Thus it is apparent that France’s rapidly growing industry 
greatly expanded employment opportunities, even after allowance 
is made for the disruption of the corporate monopolies and the 
consequent impact of wage competition which this entailed. In 
spite of the growth of cities and towns during the century, in- 
dustry had to reach into the country for additional labor. The 
comparatively low wage scales prevailing in industry were yet 
high enough to attract large numbers of rural workers. Industry 
and commerce had expanded vigorously and were encroaching 
upon agriculture from the standpoint of their respective impor- 
tance in the total national economy.*® It was the agricultural 

49 It was stipulated that rural manufacturers might elect to comply with the 


regulations and have their goods properly marked or not to conform and sell them 
unmarked. 


5° De Tocqueville, Jaurés, and Levasseur, among others, emphasize French 
industrial and commercial progress in the eighteenth century. Another school, led 
notably by the Russians Tarlé, Kovalevsky, Petrov, and Loutchisky, regard eight- 
eenth-century French industry as comparatively primitive and retarded (cf. 
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sector which failed to keep pace with the national economy as a 
whole, and it is to this comparative agricultural retardation of 
France that we now turn our attention. 

It would be a mistake to assume that French agriculture had 
remained stationary in the eighteenth century.” It has been 
pointed out, for example, that there had been considerable agri- 
cultural progress, notably after 1750, in clearings, drainage of 
inundated areas, extension of enclosures, and, above all, in the 
extension of cereal culture.* Yet it cannot be doubted that 
French agriculture lagged behind the rapid transformation which 
we have witnessed in her industrial organization and technique. 
This is all the more surprising when we recall that the physiocrats, 
who achieved such vogue after 1750 and contributed greatly to 
the liberation of French industry, especially emphasized the im- 
portance of agriculture as the basic and only “‘creative”’ or “‘pro- 
ductive” occupation. This is also surprising in view of the various 
public and private efforts made to foster and improve agricultural 
practices, such as the creation of the national committee of agri- 
culture in 1761, headed by the dynamic Bertin, and the great num- 
ber of agricultural societies set up in nearly every généralité after 
1761, with their efforts to abolish common rights and the rights 
to stubble and their encouragement of drainage and clearing 
projects.s3 Laudable as these and other efforts in this direction 
were, they were unable to make a serious breach in the age-old 
agrarian tradition. 

French agriculture in the eighteenth century was suffering 
from serious maladjustments which were aggravated by inter- 
Alexandre Choulguine, “‘L’Organisation capitaliste de l’industrie, existait-elle en 
France a la veille de la Révolution?” Revue d’ histoire économique et sociale, X [1922], 
esp. 185-87). 

st According to one estimate, French wheat production increased from 30,102,000 
hectoliters in 1700 to 47,300,000 hectoliters in 1790 (cf. A. Moreau de Jonnés, 
“Statistique des céréales de la France,” Journal des économistes, 1843, Pp. 140)- 
Georges d’Avenel estimated French wheat consumption in 1815 at only 39,000,000 
hectoliters (cf. Histoire économique de la propriété, des salaires, des denrées et de 
tous les prix en général depuis Pan 1200 jusqu’en l’an 1800 (Paris, 1898], IV, 579). 

& Sée, La Vie économique, p. 119. $3 Ibid., p. 3. 
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mittent natural calamities. In the first place the social system of 
the kingdom created and perpetuated a landholding scheme prej- 
udicial to sound agriculture. Although all estimates before the 
first national census of 1801 must be accepted with the greatest 
caution, it has been asserted by various authorities that from 
three-fifths to two-thirds of the total land area of France was held 
by the king and the privileged orders, including the bourgeoisie. 
In any case the Revolutionary redistribution indicated an enor- 
mous transfer of landholdings, chiefly from the estates of the 
church, the nobility, and the national domain.“ 

The persistence of many medieval agrarian usages hased upon 
communal exploitation also seriously retarded progress. Arthur 
Young asserted that “through nine-tenths of the kingdom... . 
the husbandry is execrable.”’> The right to common land and the 
subsidiary right to common pasture, for example, were incompati- 
ble with the progress of tillage, with selective stock-breeding, and 
the extension of artificial meadows. Enclosures were unknown in 
Auvergne and rarely employed in Touraine, Maine, Anjou, and 
the Orléannais, while both the right to common land and the 
right to common pasture (after harvest) were universally respect- 
ed in Burgundy, Champagne, Lorraine, and the Three Bishop- 
rics. The rural classes were not in principle hostile to individual 
property, but their concept of it was deeply tainted with cus- 
tomary usage. Rights to the aftercrop, to gleanings, and to the 
use of forests and common lands were very important to them 
and constituted species of joint property rights.5’ The retarding 
influence of these usages must be apparent at once. One of their 
most obviously unfortunate consequences was the difficulty of 
improving breeds of livestock. Thus the oxen delivered to the 
Paris market for slaughtering shortly before the Revolution 

54 Georges Bourgin, “L’Agriculture, la classe paysanne et la Révolution fran- 
caise,” Revue d’histoire des doctrines économiques et sociales, 1911, p. 160. 

58 Arthur Young’s Travels (Dublin, 1793), I, 246. 

5° Sée, La Vie économique, pp. 28-30. 


57 G. Lefebvre, Les Paysans du nord pendant la Révolution francaise (Lille, 1924), 
p. 880. 
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averaged about 700 pounds, the cows 360 pounds, and the sheep 
50 pounds, and we may assume that these animals were far above 
the average of the respective species. 

A large part of the country was still undeveloped. In a study 
made for the tax committee of the National Assembly, Lavoisier 
estimated that two-fifths of the total area of France was in woods, 
vines, rivers, heath, or undeveloped land.’* About one-third of 
the remainder was in fallow each year, so that France’s effective 
arable acreage adapted to cereal culture and grazing totaled no 
more than approximately two-fifths of her entire area. 

The government’s agrarian reforms after 1750, aimed at the 
liberation of the rural populations from multitudinous and ex- 
tremely vexatious restraints upon their economic life, still left 
the peasant facing many traditional limitations on the eve of the 
Revolution. Thus, until the edicts of 1763 and 1764, there were 
laws prohibiting the movement of grain from one province to 
another. The repeal of these laws in some areas coincided with 
natural calamities which produced such irritation that there was 
widespread popular demand for their restoration. The fear of 
famine in many parts of the country, notably in 1765 and the 
years immediately preceding the Revolution, caused the local 
population or authorities practically to forbid the export of grain 
from those regions.*® There were the age-old octrois, which im- 
peded the marketing of agricultural produce in the cities. The 
taille bore especially heavily on the rural population, to say 
nothing of the onerous tithe—the gabelle and the corvée—which 
caused keen resentment even in the provinces where it had been 
commuted. The burdens of the peasants of Orléans, for example, 
were so obnoxious as contrasted with the light taxes of the cities 
of that area as to result in a considerable emigration.™ In the 


5* Lavoisier, op. cit., p. 146. 

59 Tbid., p. 149. 

6° Camille Bloch, Le Commerce des grains dans la généralité d’Orléans (Paris, 
1910), pp. 5-11. 

* Camille Bloch, Les Cahiers du baillage d’Orléans au point de vue économique 
(Paris, 1900), pp. 177-81. 
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Bordelais it was estimated that state taxes took 36 per cent of the 
peasant’s income, the tithe another 14 per cent, while his sei- 
gneurial duties reached 10-11 per cent, so that over 60 per cent 
of his income was paid out in taxes and charges.” 

Instead of being gradually extinguished, feudalism was actually 
intensified in the score of years preceding the Revolution. Accord- 
ing to Lavisse, there were about 1,500,000 serfs in France on the 
eve of the Revolution, not counting those who, though not tech- 
nically serfs, were subject to various servitudes.® Unfortunately, 
these usages persisted in the least fertile regions where the need 
for an untrammeled agriculture was most urgent. Since the mid- 
dle of the sixteenth century prices had risen greatly—a circum- 
stance which progressively threatened a nobility living on more 
or less fixed incomes. In order to maintain its position the feudal 
aristocracy, comparatively few of whom had gone into business,* 
was forced to augment its income from land. Sometimes hard- 
pressed seigneurs sold their land, but when they did not do so a 
great variety of abuses necessarily resulted. In Brittany, for in- 
stance, measures were falsified; cash rents, where they existed, 
were often reckoned on the highest price of grain rather than on 
the average of the last three years, as was customary; corvées were 
extended; and a great deal of chicanery entered into the determi- 
nation of prices and the making of collections.** Many of these 
practices, doubtless, were not new, but the compelling logic of 
economic necessity entailed their extension. The Breton peasants 
were under the impression that new dues had been created and 
that their rents had been arbitrarily increased. Hence in Brittany 
a progressive intensification of seigneurial exploitation further 
impoverished an already wretched peasantry. 

Under the pressure of rising prices the nobility in many regions 

© Bourgin, op. cit., p. 162. 

% Ernest Lavisse, Histoire de France depuis les origines jusqu’d la Révolution 
(Paris, r910), IX, 255. 

% Henri Lévy-Bruhl, “La Noblesse de France et le commerce 8 la fin de I’ancien 
régime,” Revue d’histoire moderne, VIII (1933), 232. 

*s Henri Sée, “Les Classes rurales en Bretagne du XVIF® siécle a la Révolution,” 
Annales de Bretagne, XXII (1906), 56. 
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of France—whether holding land under feudal tenure or not— 
not only sought to perpetuate a medieval regime of landholding 
but actually restored many servitudes which had long ago fallen 
into desuetude. Thus, at ever shorter intervals, when the land 
registers were renewed, it was possible for the seigneur not only 
to increase charges to which peasants had long béen subject but 
to enter upon the patrimonial registers land which had been free 
and in this way reimpose many servitudes. There was widespread 
complaint against this reconstitution of allodial land into feudal 
property, which not only excited the fierce antagonism of the 
poorer rural classes but often resulted in personal violence to 
solicitors who were the instrumentalities of this subversion. In 
provinces such as Beaujolais and Lyonnais, where written law 
prevailed, these derogations were more difficult, since the seigneur 
here was obliged to produce written proofs in the form of deeds. 
In those regions the peasants were usually better off in this respect 
than in areas such as Burgundy, where customary law prevailed. 
Even the requirement of written instruments often did not pre- 
vent solicitors from mutilating or even fabricating deeds which, 
being written in Latin, the peasants could not understand.” 
Hence it is not surprising that in many parts of France the bitter 
antagonism between the landless peasants and the large landlords 
manifested itself, in the early weeks of the Revolution, in the 
seizure of chateaux and the burning of records. 

The lack of any system of crop rotation also militated against 
the progress of French agriculture. Two-thirds of the effective ar- 
able land was under a three-year cycle of fallow, wheat or rye, and 
a spring grain crop. In Brittany more buckwheat and rye were 
grown than wheat until about 1850. In the Limousin many 
peasants lived partly on chestnuts, while in the Midi considerable 
maize was grown. In other parts of France there was an un- 
fortunate premium on wheat and rye culture, preferably the 

66 Maxime Kovalevsky, La France économique et sociale a la veille de la Révolution 
(Paris, 1911), II, 305-7. 

67 Henri Sée, “L’Agriculture dans les Cétes-du-Nord,” Annales de Bretagne, 
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former. This greatly depleted the soil, to say nothing of its in- 
fluence upon stock farming. Lack of proper rotation thus seriously 
reduced productivity. The great emphasis upon wheat® and 
rye also made France peculiarly vulnerable to famine since these 
grains are very sensitive to weather conditions. In a detailed 
table of the food consumption of Paris about the time of the Revo- 
lution, moreover, there is no mention of potatoes at all,® al- 
though there seems to have been some potato culture in the 
Lyonnais.” 

Arthur Young found the worst evil of French agriculture in the 
existence of too many small farms. The total area in small farms 
was believed to exceed that in large ones. “Wherever bad man- 
agement is found in those rich and well-cultivated districts,” 
said Young, referring to Flanders, Garonne, and Alsace, “‘it is 
sure to be found on small farms.’’* He found small peasant pro- 
prietors everywhere but believed them to be especially common 
in Quercy, Languedoc, the Pyrenees region, Béarn, Gascogne, 
part of Guyenne, Alsace, Flanders, and Lorraine. Some of these 
were rich, a few comfortable, but in general he found them poor 
and miserable.” 

What made small exploitations peculiarly unfortunate was the 
fact that even these operations were conducted chiefly by share 
farmers. Young’s assertion that seven-eighths of all French land 
was farmed on a share basis”? is doubtless an exaggeration, but the 

68 France was by far the greatest wheat-producing country in Europe in 1839. 
Her 69,558,000 hectoliters of that year compared with 39,140,000 for the United 
Kingdom, 17,860,000 for Spain, and 9,000,000 for Prussia (cf. Jonnés, of. cit., p. 147). 

6 Lavoisier, op. cit., p. 146. 

7 Although the potato was introduced to Europe in the seventeenth century, it 
made slow progress in France, where it was first regarded as an aphrodisiac. Popular 
prejudice condemned potato culture, and judicial decrees for a long time proscribed 
the plant as a cause of leprosy (cf. D’Avenel, Histoire économique, V1, 71). Accord- 
ing to Jacques Peuchet (one-time member of the council of commerce and member 
of the agricultural societies of Caen and Seine-et-Oise), writing in 1805, potato 


culture made great progress in France during the two decades after 1785 and was an 
important factor in 1805 (Statistique élémentaire de la France [Paris, 1805], p. 335). 
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practice was certainly very common. Even where, as in some 
areas, the landlord provided half the stock and feed and paid part 
of the taxes, this type of tenant farming by a perennially pauper- 
ized population was wasteful at best, since the share tenants had 
neither the incentive nor the knowledge nor the ability to affect 
desirable ameliorations. 

Jean Loutchisky contends that the extent of land held by the 
privileged classes on the eve of the Revolution has been ex- 
aggerated.’4 It is clear, however, that there was a trend not to- 
ward small proprietorships, as he believed, but, on the contrary, 
toward the increasing concentration of land into large estates. Not 
only did the seigneurs generally succeed in more or less maintain- 
ing their position on the land after 1750, but the bourgeoisie 
simultaneously became an important landholding class. It goes 
without saying that, at a time when prices rose consistently, the 
bourgeoisie, who were the chief beneficiaries of this price trend, 
constituted the best market for land offered for sale by penurious 
peasant proprietors and noblemen alike. Arthur Young stated 
definitely that there was much competition for land on the eve 
of the Revolution.’> This seems to be confirmed by D’Avenel, 
who has shown that both rents and land values rose considerably 
during the generation after 1750.7° Thus the encroachment of the 
bourgeoisie, the growing interest in clearings and drainage, and, 
pursuant to the edicts of 1767-71, the enclosures of commons, all 
pointed to an extension of large landholdings, especially in Nor- 
mandy, Flanders, and Artois.”’ 

The growth of large landholdings prior to the Revolution 
should have favored many improvements, as it did in England, 
where the contemporary inclosures consummated the consolida- 
tion of estates. There were some French lords, to be sure, such as 
the dukes of Liancourt and Orléans, who took a serious interest 


74 La Propriété en France a la veille de la Révolution (Paris, 1912), pp. 247-49- 

8 Arthur Young’s Travels, II, 120. 

76 Histoire économique, I, 603-11, 647-49; and II, 191-97, 890. 

77 Nicolas Karéiew, Les Paysans et la question paysanne en France dans le dernier 
quart du X VIII® siécle (Paris, 1899), p. 532; cf. also Kovalevsky, Joc. cit. 
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in their estates, but, for the most part, the French nobility pre- 
ferred to enjoy the splendors of the brilliant court in Versailles in 
so far as it could afford to do so. Arthur Young, who traveled in 
many parts of France in 1787, 1788, and 1789, greatly admired 
the excellent improvements made by the duke of Choiseul at 
Chanteloup and by the duke of Aguillon in his lordship, both of 
them having been exiled from court. ““Chanteloup would neither 
have been built nor decorated nor furnished,” Young wrote, “‘if 
the duke had not been exiled. It was the same with the duke of 
Aguillon. These ministers would have sent the country to the 
devil before they would have reared such edifices or formed such 
establishments, if they had not both been sent from Versailles.””* 
The extension of large landholdings, the rise of prices, and the 
intensification of seigneurial exploitation aggravated the plight 
of the poorer peasants. As Karéiew has pointed out and as Young 
remarked many times, there arose a numerous but wretched rural 
proletariat, some of whom migrated to the industrial centers of 
France, many of whom became professional vagabonds and 
beggars, but the majority of whom remained on the land.” 
Hence the comparative growth of share farming, the enormous 
scope of which was universally attested. The tendency toward 
larger landholdings did not entail the capitalistic transformation 
of agriculture which these holdings made possible as it did in 
England. On the contrary, with the extension of properties went 
a progressive fragmentation of the actual units of exploitation 
until France became a land of extremely poor and wretched and 
small-scale tenant farmers.*® The growth of small exploitations, 
by its very nature, greatly retarded agricultural progress, since 
the more important owning classes, with the possible exception of 
the regular clergy, showed little or no direct personal interest in 
such ameliorations, since the share farmer was unable to effect 
important changes, and since the government’s attitude toward 
the peasant classes was guided by very shortsighted fiscal con- 
® Young’s Travels in France, ed. M. Betham-Edwards (London, 1924), p. 77. 
* Karéiew, op. cit., p. 532. 
* Loutchisky, op. cit., p. 249. 
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siderations. Thus Lavoisier estimated the number of day laborers 
depending upon agriculture in one way or another in 1790 at four 
million, without counting viticulturists.** It was this class which 
bore the brunt of the agrarian changes and calamities which im- 
mediately preceded the Revolution. 

Hence, in spite of the remarkable progress of French manufac- 
turing and commerce in the eighteenth century, the comparative 
retardation of agriculture left great masses of peasants in a state 
of more or less chronic poverty and destitution. The cahiers of the 
clergy and of the third estate were virtually unanimous on their 
desperate and sorry plight on the eve of the Revolution. As 
Bloch points out, there was a considerable application of capital to 
land, notably after 1750, but the partial results which it achieved 
cannot conceal the terrible hardships of the agricultural popu- 
lation. The literature on agronomy and the work of agricultural 
societies, which were dominated by the great landlords, influenced 
only a few great proprietors. The rank and file of peasants paid 
as much attention to these efforts as they did to treatises on al- 
gebra and were not able to put the new methods into practice 
anyway.*? A pamphlet written in 1787 estimated that there were 
more than 200,000 people on some kind of poor relief in Paris 
alone.** The Comité de mendicité estimated the number of pau- 
pers in France in 1790 at between 1,000,000 and 1,200,000,*° 
while in the period shortly before the Revolution the number of 
beggars was estimated to have been 1,200,000, in spite of severe 
laws against mendicity.*® 

Bloch states that the distress of the agricultural classes in the 
1780’s was almost universal and that their hardships were not 
exaggerated in the cahiers.*’ To be sure, this was not a novel or 

8 OP. cit., p. 131. 

% Rudolf Schwander, Die Armenpolitik Frankreichs waehrend der grossen Revolu- 
tion (Strassburg, 1904), p. 1. 

83 Camille Bloch, L’ Assistance et I’ at en France a la veille de la Révolution (Paris, 
1908), p. 17. 

84 Tbid., p. 5. 8s Schwander, op. cit., p. 2. 

© Procés-verbaux et rapports du comité de mendicité (Paris, 1911), p. 73. 

87 Bloch, L’ Assistance et I’ at, p. 9. 
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unusual situation in eighteenth-century France. There had been 
much hardship in rural areas, and intermittent bread riots oc- 
curred through the whole century. Thus in 1747 there were sev- 
eral bread riots in Toulouse, which soon spread to all the markets 
of Guyenne, while in Béarn, only three years later, a dozen rioters 
were killed by troops. Two years later a sedition broke out in 
Rouen, while in Dauphiné and Auvergne the villagers looted the 
granaries. H. Taine asserted that France was afflicted by riots all 
through the century, the most serious, prior to the 1780’s, falling 
in the years 1725, 1737, 1739, 1752, 1764-68, 1770, and 1775." 

The hardships of the agrarian population reached a crisis in the 
1780’s. Disturbances of short duration or local in scope were 
readily suppressed and normally produced only an ephemeral dis- 
content. But the 1780’s brought a succession of calamities. Re- 
peated hailstorms, drought, floods, and scorching winds created 
serious havoc in the généralité of Lyon for six consecutive years 
after 1780.°° Following a very severe winter, extensive floods 
resulted in widespread loss of life and serious damage to crops and 
made thousands homeless in Picardy, Boulogne, Calais, and 


Champagne in 1784. It was estimated from various sources 
studied by Joly de Fleury that the harvest of 1788 had been the 
worst in the century. A great many fertile regions experienced 
complete crop failures, while harvests were below normal nearly 
everywhere.” 

The coincidence of more or less nation-wide natural calamities 
in the middle 1780’s produced an enormous rise in grain prices.” 


88 Les Origines de la France contemporaine (Paris, 1878), I, 436. 

8° L. Gueneau, “Les mauvaises années dans la généralité de Lyon 4 la veille de 
la Révolution,” Revue d’histoire économique et sociale, X (1922), 221-30. 

% Bloch, L’ Assistance et l'état, p. 11. 

* F, Evrard, “Une Enquéte du parlement de Paris sur la récolte de 1788,” La 
Révolution francaise, LX XII, 44. 

* There had been a steady rise in wheat prices since 1600 save for a sharp decline 
in the period 1663-93 and another drop in the years 1742-57. Discounting the de- 
clining gold value of the livre tournois, the index of wheat prices rose from 44 in the 
years 1599-1614 to 65 in the years 1787-1807. Only in the period 1693-1703 had it 
exceeded this figure (cf. Le Baron de Gerando, De la bienfaisance publique (Paris, 
1839], I, 176). 
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Although grain prices varied widely even within the same province 
and more so between provinces, prices of wheat in 1786-89 were 
everywhere above the 1782-84 level. In Champagne, Metz, and 
Lorraine, for example, the price of wheat rose 250 per cent from 
1786 to 1789. Everywhere grain prices reached an abnormal 
peak in 1789.93 But the sudden crisis of agricultural underproduc- 
tion was made more acute by the subsistence-living standards of 
the vast majority of the population. The very limited culture of 
the potato, which is highly resistant to weather conditions, to- 
gether with the accentuation of cereal production, at once forced 
revolutionary changes upon the budgets of the great majority 
of the population. Thus it is estimated that in 1788 about 69 per 
cent of the income of an agricultural laborer’s family of five, in- 
cluding three small children, was spent for bread alone.%* This 
contrasts with the 42.3 per cent spent in the same manner by a 
similar agricultural family in a composite of all the departments 
in 1852. The general cost of living rose by 62 per cent between the 
periods 1726-41 and 1785-89, following closely the rise in wheat 
prices, while, for the most part, the money wages of peasants rose 
by about 26 per cent, with the result that there was an actual 
diminution in the real wages of this class by approximately 25 
per cent.°> In the average rural household of five, it was estimated 
that nearly all of the total expenses went for food of all kinds 
toward the end of the eighteenth century.” This bore heavily 
upon the agricultural population, already in the lowest wage 
category, and produced in them the exasperation which precipi- 
tated the Revolution. 

The impact of these calamities upon French industry and com- 
merce was as ominous as it was instantaneous. Throughout a 
large part of the eighteenth century French manufacture had 
produced very largely for export. Yet the domestic market for 

93C. E. Labrousse, “Prix et structure régionale de froment dans les régions 
francaises 1782-1790,” Annales d’histoire sociale, I, 394-09. 

4 C. E. Labrousse, Esquisse du mouvement des prix et des revenus en France au 
XVIITI®* siécle (Paris, 1932), p. 593. 

% Ibid., pp. 598-99. % Tbid., p. 603. 
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woolens, printed cotton goods, leather, and even silk was exten- 
sive.*? With the rapid rise of food prices, the vast agricultural 
masses were obliged drastically to curtail their purchases of wear- 
ing apparel and various sundries. This curtailment varied in 
direct proportion to the increase in food costs, especially since the 
great majority of the people were living on a subsistence basis. 
Thus from 1763 to 1770 the price of wheat had risen from 14.85 
livres a setier to 29.35 livres, entailing a severe industrial reces- 
sion.** But the rise of various grain prices resulting from the 
calamities of the 1780’s was much more severe as well as more 
prolonged, so that by 1788 France was facing one of the worst 
industrial crises in her history. The cahiers spoke eloquently of 
the disastrous effects of the Eden treaty,®® and several writers 
alluded to the Spanish tariff laws as responsible for the depression ; 
but the precipitous decline in agricultural production made the 
industrial crisis both inevitable and devastating in its conse- 
quences. 

From this very brief survey it is apparent, as Professor John U. 
Nef has recently pointed out,’*® that France experienced a re- 
markable industrial and commercial expansion during the eight- 


eenth century. The period, notably the latter half, witnessed the 
progressive decay of both the corporations (guilds) and the com- 
mercial and industrial regulations associated with them. This 
decay resulted directly from the growth of an aggressive class of 
merchants and merchant-manufacturers profiting from the rapid- 


97 Thus Arnould estimated that the value of France’s internal trade was approxi- 
mately twice that of her colonial and foreign trade (cf. Arnould, De la balance du 
commerce, I, 264). 

%* Labrousse, Esquisse du mouvement des prix ... , p. 536. 

%” For the contradictory views on this subject see Camille Bloch, Le Traité de 
commerce de 1786 entre la France et l’Angleterre (Paris, 1910), esp. p. 267. Thus 
French imports of manufactured goods fell from 120,326,700 livres in 1787 to 
69,609,600 livres in 1788 (cf. J. Chaptal, De l'industrie francaise [Paris, 1819], p. 132; 
cf. also F. Duman, Etude sur le traité de commerce entre la France et I’ Angleterre 
[Toulouse, 1904]). 

t00 “English and French Industrial History after 1540 in Relation to the Con- 
stitution,” The Constitution Reconsidered, ed. Conyers Read (New York, 1938), 
€SP. PP. 94-95- 
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ly expanding domestic system. The increasingly exclusive and 
stagnating tendencies of the corporations as well as the liberal 
economic policies of such enlightened administrators as the Tru- 
daines, Tolosan, Gournay, Dupont, and Turgot were both symp- 
tomatic of and contributory to that decay. 

The transition from Colbertian mercantilism to a regime of less 
restricted commercial and industrial enterprise in turn greatly 
stimulated French economic life, notably after 1750."" Energetic 
government encouragement and support also materially con- 
tributed to this economic prosperity. The growing demands of 
France’s vast foreign and domestic markets led to an enormous 
extension of the domestic system, especially in linen- and wool- 
spinning and weaving. This extension was favored by the existence 
of cheap rural labor as well as by the nonenforcement of process- 
ing regulations in the villages, although the domestic system was 
by no means confined to the rural areas. Simultaneously, France 
witnessed a remarkable growth of large-scale industrial establish- 
ments, particularly in printed cloth, hosiery, silk, and ribbon 
manufacture. But the progressive disintegration of the tradi- 
tional guild system,'* with its protective monopolies, imposed 


great hardships not only upon numerous journeymen suddenly 
confronted by free wage competition but also upon the skilled 
master-craftsmen in industries invaded by the domestic system 
or the large-scale industrial plants. Nevertheless, after all these 
difficulties of readjustment are taken into account, it is clear 
that France’s commerce and industrial efficiency had been greatly 


*t For an excellent study of this subject in English see Henri Sée, Economic and 
Social Conditions in France during the Eighteenth Century, trans. Edwin H. Zeydel 
(New York, 1927). 

12 All the leading authorities agree that the French craft corporations were at 
no time universal in the sense of embracing all craftsmen, whether masters or 
journeymen. These corporations never embraced more than a minority of crafts- 
men. Thus the edict of 1581, designed to incorporate all crafts, had to be re-enacted 
in 1597 and often subsequently and was ignored altogether in Lyon and Tours, where 
“free” crafts predominated. In the absence of corporate statutes the municipal 
authorities assumed the regulatory function so that few craftsmen in the cities were 
ever literally free (cf. Henri Crepin, La Liberté de travail dans l’ancienne France 
[Vezelay, 1937], esp. pp. 93-97; cf. also Henri Hauser, op. cit., pp. 35-41). 
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enhanced and her standard of living, as a whole, considerably 
increased. 

Meanwhile, in spite of progress made in clearings, in land 
reclamation, in the work of agricultural societies, in the extension 
of inclosures, and in the expansion of bourgeois proprietorship, 
French agriculture remained greatly retarded at the end of the old 
regime. A very large and evidently growing part of her land be- 
longed to the privileged classes, including the bourgeoisie—land 
held chiefly in large estates. Rarely did members of these classes 
themselves engage in agriculture. Consequently, in most of 
France the actual farming was done by share tenants engaged in 
small exploitations. In those regions where feudalism survived, 
the pressure of rising prices commonly forced the noblemen to 
aggravate existing dues or servitudes or to create new ones in 
two decades preceding the Revolution. Then, too, the agricultural 
classes—tenant and peasant proprietor alike—bore a dispropor- 
tionately large burden of taxes which often absorbed more than 
half of their total income. Despite the disappearance of feudalism 
in most of the kingdom by 1789, many manorial features, such as 
the right to commons, had survived, retarding progress toward 
sound agriculture—rights which were difficult to eradicate owing 
to the progressive pauperization of the poorer rural classes. This 
latter circumstance, together with small-scale exploitation, also 
militated against the extension of crop rotation. To make matters 
worse, there was a growing tendency to extend the culture of soil- 
depleting crops, such as wheat and flax, and to ignore potato 
culture. 

These various factors combined to make France a land of 
marginal farmers by the end of the old regime. By that time a 
large agricultural population already depended in whole or in part 
on some kind of industry in the form of the domestic system. 
But the villages also constituted very important markets for the 
products of these manufactures—especially linen and woolen 
goods. Hence any disturbance of the agricultural economy was 
almost instantaneously transmitted to France’s industrial econ- 
omy. The marginal or even, in many cases, submarginal living 
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standards of her rural population thus provided no reserve to 
cushion the recoil of fluctuations in purchasing-power. Thus, 
quite apart from the far-flung political and social ramifications of 
serious and prolonged crop shortages, the resulting famine con- 
ditions at once annihilated vast domestic markets for manufac- 
tured goods of all kinds. This had happened in the crisis of the 
middle 1760’s. But the natural calamities of the late 1780’s by 
their extensive scope and prolonged duration inevitably produced 
an industrial depression of catastrophic proportions and set in 
motion the vicious cycle which ended in wholesale unemploy- 
ment, distress, and starvation. 
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of Professor Laughlin’s life and work. His chief sources are Miss 

Agatha Laughlin’s recollections of her father, letters from numer- 
ous colleagues and students, the Laughlin papers in the University of 
Chicago and the Library of Congress, and the three-hundred-odd books 
and articles that Laughlin published between 1876 and 1933. From 
these materials he has produced a lifelike portrait of the invigorating 
teacher, the protagonist of ‘‘sound money,” the sturdy exponent of 
classical economics, and the first editor of the Journal of Political Econ- 
omy, whom its older readers remember with awe and affection. 

This Ohio village boy, born in 1850 of pioneer stock, attended local 
schools and then worked his way through Harvard. He not only won 
his degree summa cum laude in history with the class of 1873 but also 
put by modest savings—a success that demonstrated physical stamina 
and thrift as well as scholastic aptitude. By teaching in Hopkinson’s 
Classical School in Boston he supported himself while doing graduate 
work with Henry Adams and writing a dissertation upon The A nglo- 
Saxon Legal Procedure, for which he received a doctorate in 1876. But 
history was not his chief forte; he did not come into his own until 1878, 
when Professor Dunbar got Harvard to appoint him an instructor in 
political economy. 

Not satisfied by any of the textbooks available, the young teacher 
made one to his liking by abridging Mill’s Principles. This volume, 
first published in 1884 and long kept in print, shows Laughlin’s bent 
as much by his omission of Mill’s reflections upon social philosophy as 
by his addition of long notes upon practical problems in the United 
States, illustrated by numerous charts and a “Sketch of the History of 
Political Economy.” His intent was to clarify the discussion by confin- 
ing it “to Political Economy alone.’’ This new text was supplemented 
by a series of magazine papers promptly made into a book called The 

* J. Laurence Laughlin: Chapters in the Career of an Economist. By Alfred Borne- 
mann. Introduction by Leon C. Marshall. Washington: American Council on 
Public Affairs, 1940. Pp. ix+-98. $2.50. 
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Study of Political Economy: Hints to Students and Teachers. “That 
which I have most at heart,”’ said the writer, “‘is the extension of in- 
struction in political economy in all schools and colleges, and the im- 
provement in methods of teaching the subject.” To further that end 
more effectually, he prepared an elementary text for high schools— 
The Elements of Political Economy with Some A pplications to Questions 
of the Day. 

A cognate interest led Laughlin to organize a Political Economy 
Club on the model of the famous London club founded by Tooke in 
1821. Among the members were General Walker, Simon Newcomb, 
Edward Atkinson, William G. Sumner, Arthur T. Hadley, Charles 
Francis Adams, Hugh McCulloch, John Jay Knox, and Amos S. 
Hewitt—a distinguished list of teachers, public officials, and men of 
affairs. Three meetings a year were to be held in New York; but the 
attendance was meager and the club languished, particularly after 
Ely and Seligman founded the American Economic Association in 1885. 
Professor Laughlin was one of those who distrusted the “socialism of 
the chair” then prevalent in Germany, which he suspected Ely and his 
associates of wishing to import into America. Laughlin held stiffly 
aloof from the new Association even after his admired teacher Dunbar 
had accepted its presidency. Not until the Association came to Chi- 
cago for its meeting in 1904, could he be persuaded to join, and, to the 
mortification of many friends, he was never elected its head. 

It was during his term at Harvard that Laughlin became deeply in- 
terested in the silver question, seemingly through Dunbar. He applied 
himself to this subject intensively and by the end of 1885 had complet- 
ed his History of Bimetallism in the United States. First published in 
1886, this book was revised for a second edition in 1896 and a third in 
1900. To the best of my knowledge, it still holds its place as the best 
account of American efforts to maintain a double standard. 

Mr. Bornemann does not clear up the minor mystery of Laughlin’s 
resignation from Harvard in January, 1888. A “nervous breakdown” 
counted for something, but it would explain no more than a leave of 
absence. A second factor was the increase in the size of classes which 
was forcing resort to lectures, a method of teaching which Laughlin de- 
plored. Further, he was pressed to teach economic history, in which he 
was not deeply interested. If other matters lay beneath these tensions, 
those concerned kept a dignified silence. Whatever the trouble was, 
Laughlin left in the middle of the academic year to visit the West 
Indies and then to become, through the good offices of Edward Atkin- 
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son, secretary and later president of a mutual fire insurance company 
in Philadelphia. 

In theory Professor Laughlin cordially approved the business life; 
in practice he preferred teaching despite the lower income it command- 
ed. After two years with the insurance company, he accepted a pro- 
fessorship at Cornell and began building a strong department. In 1892 
he was offered a larger opportunity in the new university about to open 
in Chicago. From Cornell he was allowed to bring with him Adolph C. 
Miller, Thorstein Veblen, and William Caldwell, a Scottish philosopher 
whom Miller and Laughlin hoped to interest in economics. Presently 
William Hill and Carlos C. Closson were added. These men made a 
faculty remarkable for diversity of interests, and the new department 
flourished from the beginning. 

Meanwhile the silver question had come to the fore in politics. Pro- 
fessor Laughlin’s studies had equipped him to give practical advice on 
the pending issues; he had convinced himself that the United States 
could not make bimetallism work and that a single silver standard was 
an anachronism in the modern world. Eagerly he threw himself into 
the public controversy, debating with “Coin” Harvey and writing for 
the newspapers. At the same time he enlisted his students in a cam- 
paign against what he thought to be the fundamental fallacy under- 
lying the demand for “free silver.”” This fallacy was a crude version of 
“the quantity theory” that stressed variations in the volume of “mon- 
ey,” whatever the word might mean, as the factor chiefly responsible 
for fluctuations in the level of prices. 

Cheered by Bryan’s defeat in 1896, Laughlin pressed on to more 
constructive work for “sound money.”’ Having won the confidence of 
business leaders, he was intrusted with preparing the Report of the 
Monetary Commission of the Indianapolis Convention of Boards of Trade, 
Chambers of Commerce, Commercial Clubs, and Other Similar Bodies, in 
which he sought to show how the country’s banking system ought to be 
remodeled. While he welcomed the gold-standard act of 1900, he saw 
that it was only one step toward a satisfactory monetary system. For 
several years relative prosperity kept the public satisfied, but the sus- 
pension of payments by the banks in October, 1907, convinced many 
that sound banking must be added to “sound money.” To Laughlin 
the Aldrich-Vreeland Act of 1908 was ‘“‘a curious compound of con- 
flicting views, compromise, haste, and politics.” Its best feature was 
the creation of a National Monetary Commission to study the whole 
problem deliberately and prepare a plan for submission to Congress. 
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Senator Aldrich, chairman of the Commission, asked Laughlin’s ad- 
vice upon the bill he was drafting, but before it was introduced into 
Congress the Republicans lost their majority. To the Democrats 
Laughlin was persona non grata; he had been fighting them vigorously 
for years. Undeterred by that attitude, he put his energies into a vigor- 
ous campaign of education under the auspices of the National Citizens’ 
League, a creation of the National Board of Trade. The University of 
Chicago granted him leave for the years 1911-13, which he spent in 
teaching the principles of banking to voters at large. Not only did he 
supervise an elaborate organization and provide materials for others 
to use; he also toured the country, speaking in many states and “lining 
up”’ leaders of opinion. 

Concerning the effectiveness of this work, done in the face of many 
difficulties, there is no dispute. But there is, of course, lively dispute 
about his share in the Federal Reserve Act of 1913. Mr. Bornemann’s 
view is that Professor Laughlin did more than anyone else to make the 
public realize the need of fundamental changes in the banking system 
and that, while his direct influence upon the Glass Bill was slight, he 
made an important indirect contribution through the training he had 
given to H. Parker Willis, the economist on whom Senator Glass 
leaned. Concerning the act as finally passed, Professor Laughlin wrote 
in 1914: “The sum and substance is so remarkably good that the com- 
bined support of both bankers and public is certain to be given to it.” 

Vigorous as was his role in these public affairs, he exercised more 
enduring influence through his teaching. Mr. Bornemann quotes John 
U. Nef as saying that Professor Laughlin was able “to gather about 
him a more remarkable group of younger men than was to be found in 
any other economics department in the country, and to help these men 
in making the most of their own gifts.”* Among the number in my 
time were Hoxie and Willis, Henry W. Stuart, Millis, Edward S. 
Meade, Mackenzie King, S. J. McLean, Stephen Leacock, Henry R. 
Hatfield, George G. Tunell, Frederic A. Cleveland, William H. Allen, 
Ambrose P. Winston, John Cummings, Katharine B. Davis, Sophon- 
isba Breckinridge, Edith Abbott, Anna P. Youngman, C. C. Arbuth- 
not, Murray S. Wildman, Don Barrett, W. Jett Lauck, Earl D. How- 
ard, John G. Thompson, Spurgeon Bell, and H. J. Davenport. Later 
comers were L. C. Marshall, Chester W. Wright, and James A. Field, 
whom Laughlin brought from Harvard as younger colleagues; Alvin 


2 John U. Nef, “James Laurence Laughlin (1850-1933),” Journal of Political 
Economy, XLII (19384), 4- 
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Johnson, Walton Hamilton, Harold Moulton, J. M. Clark, Frederic B. 
Garver, Ernest M. Patterson, John B. Canning, Edwin G. Nourse, 
Leon Ardzrooni, Basil M. Manly, James D. Magee, Hazel Kyrk, O. C. 
Ault, Homer Hoyt, and the present editor of this Journal. Among the 
Doctors of Philosophy trained by Laughlin’s department was a group 
of notable Canadians, including, besides Simon J. McLean of the Rail- 
way Commission, Duncan A. MacGibbon, Manager of the Board of 
Grain Commissioners, Professors Leacock of McGill and W. W. Swan- 
son of Saskatchewan, and the late Oscar D. Skelton, who was, at the 
time of his death last January, Under Secretary of State for External 
Affairs. Prime Minister King studied for a year at Chicago but re- 
ceived his Doctor’s degree much later from Harvard. As Nef sums up: 
“A very considerable proportion of all the men who have made an im- 
portant mark in American economic thought between 1895 and 1930, 
beginning with Thorstein Veblen and coming down to Jacob Viner, 
were connected at one time or another, as members or as students, with 
his Department of Political Economy.” 

One who knows how widely different has been the work of, say, 
Hoxie and Willis, Harry Millis and Henry Stuart, Edith Abbott and 
Edward S. Meade, Davenport and Hamilton, Hatfield and Clark, Lea- 
cock and Nourse, Garver and Hoyt, Alvin Johnson and Simon Mc- 
Lean, may wonder what they can owe in common toanyone. Certainly 
Professor Laughlin did not establish a “‘school’’ in the sense of implant- 
ing his views in the minds of his pupils. Indeed, I doubt whether any- 
one who sat at his feet now accepts his characteristic doctrines in a 
form that would satisfy him. Yet the many letters of former students 
cited by Mr. Bornemann testify that these widely different people are 
as one in acknowledging indebtedness to his teaching and to that of 
the men he chose as colleagues. 

Professor Laughlin’s indubitable success as a teacher puzzled many 
who did not pass through his classroom. He was not an original thinker 
of great power. He did not enrich economics as did, for example, the 
elder Clark, Irving Fisher, Veblen, and John R. Commons—to name 
only fellow-countrymen. He did not even keep abreast of current de- 
velopments in economic theory. Mill and Cairnes were the models to 
which he clung; he saw nothing but dangerous nonsense in Kar] Marx; 
for all his historical training, he had no use for Schmoller; he could not 
make much of the Austrians; he did not assimilate Marshall; Pareto 
was quite beyond his ken. He had a prim and tidy mind, which he kept 
in perfect order by admitting nothing that did not harmonize with the 
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furnishings installed in the 1880’s. His protection against intrusions 
was an unconscious caricaturing of views that repelled him and a bland 
unawareness of critical implications in the work of men whom he liked. 
Lack of intellectual sympathy for ideas incompatible with his own 
made it hard for him to present fairly the theories of opponents but let 
him encourage such iconoclasts as Veblen and Hoxie. He was serenely 
confident of the validity and the importance of economic laws as he 
grasped them and had a missionary’s zeal for imparting these truths. 
Yet he held that a teacher’s aim should be “‘the acquisition of inde- 
pendent power and methods of work, rather than specific beliefs.” 

The very limitations I have listed helped Professor Laughlin to ac- 
complish this aim. Youngsters who might have been his children were 
not likely to come to his courses imbued with his preconceptions. 
Unless remarkably docile, they questioned what he took for granted 
and were skeptical of his demonstrations. These reactions were rein- 
forced by the work many of his students were doing with Veblen, John 
Dewey, or W. I. Thomas; later with George Mead, Davenport, and 
Hoxie. Professor Laughlin’s honesty of purpose impelled others to be 
honest, which meant that doubting students had to work out for them- 
selves the reasons for their dissent. This predicament was made both 
more painful and more stimulating by Professor Laughlin’s keen per- 
sonal interest in their progress. Each week he devoted hours to talking 
with the members of his seminar one at a time. The upshot was that 
Laughlin succeeded better than did, for example, the more persuasive 
and brilliant A. C. Miller, in making students think independently. 
Veblen and Dewey might open fascinating new vistas to the mind; 
Laughlin forced one to face intellectual conflicts in his own mind and 
find out where he stood in the world of ideas. That, I have long be- 
lieved, was the secret of his success in helping so many students of such 
diverse capacities to make the most of their several gifts. Others whom 
Mr. Bornemann quotes seem to feel my view overdrawn. All I can 
say is that it represents my own experience and, if I am not mistaken, 
that of several contemporaries with whom I used to talk of Professor 
Laughlin’s foibles and helpfulness. 

After a quarter-century of service, Laughlin retired in 1916 as pro- 
fessor emeritus, but not to a life of leisure. From 1918 to 1933 he pub- 
lished no less than seven books. One of these, Credit of the Nations 
(1918), was hailed by Stephen Leacock as his best work. Probably 
most of his students would give preference to the New Exposition of 
Money, Credit, and Prices, which appeared in 1931. This two-volume 
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treatise sets forth doctrines he had taught some of us a generation 
earlier, not significantly changed in substance, but expounded more 
clearly than ever before. His last book, The Federal Reserve Act: Its 
Origin and Problems, appeared in May, 1933, when he was entering 
upon his eighty-fourth year, six months before his death. 

During this closing section of his life I had the privilege of dining 
with Professor Laughlin once a year when the judges met to award the 
Hart, Schaffner and Marx prizes for essays on economic subjects. Over 
this committee, in which he took keen interest, he presided with his 
old-fashioned formal grace. The fund of anecdotes that he relished so 
much and told so well expanded with the years. To the last of the 
meetings I felt assured that he was carrying his increasing age buoy- 
antly and enjoying his work as keenly as in the 1890’s when I had the 
good fortune to be one of his students. 





ACCESSIONS TO AND SEPARATIONS FROM THE LABOR 
FORCE: CONCEPTS FOR ANALYZING CERTAIN 
TYPES OF LABOR PROBLEMS 


DANIEL CARSON 
Long Island City 


of a great deal of study in the past decade, there has been 

comparatively little of the analysis of the labor supply as such 
which is necessary to deeper understanding of these problems. What 
analysis there has been was confined to certain aspects of the labor 
supply—occupational and industrial characteristics, migration, and 
trends in growth. There has been very little study or understanding of 
the dynamics of the labor supply. Progress in this direction would be 
aided considerably by viewing the labor supply not from the point of 
view of the stability of large numbers and straight-line trends but from 
the point of view of the gross movement of persons into and out of the 
working force and variations in these movements. It is this constant 
movement and constant flux which requires investigation. Studies of 
this ceaseless flux would yield significant data on the little-known 
seasonality, on the effect of economic conditions upon the magnitude 
of the labor supply, and on the magnitude of the annual movement 
into and out of the working force. 

It is the aim of this article to make some beginnings in an analysis of 
the dynamics of the labor force, to present the extent and charac- 
teristics of accessions to and separations from the labor force, and to 
indicate their meaning with respect to certain existing social welfare 
programs and to theoretical problems in labor economics on which they 
shed some light. 


gr eens problems of unemployment have been the subject 


DEFINITIONS 


The number of accessions to the working force is the number of 
persons who make themselves available for work in the field of economic 
activity. The number of separations from the working force is the num- 
ber of persons who separate from the field of economic activity. In 
actual computation, however, it was impossible to account for all these 

* Accessions to and separations from the working force are to be distinguished 
from accessions to and separations from places of employment. 
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movements; therefore, the estimates in this paper will cover the number 
who ordinarily enter or leave the field of economic activity and the 
seasonal movement. It will exclude depression-forced entries into the 
labor market. It will also exclude accessions and separations of short 
duration (except seasonal), such as separations and the subsequent 
accessions due to temporary disability, and accessions and the subse- 
quent separations of women and youths into the labor market due to 
the temporary disability of the main breadwinner, etc. 


COMPOSITION 


The detailed estimates of accessions and separations appearing in 
Tables 1 and 2 are for the year 1930-31 and are necessarily smaller than 
current movements.? In general, the reasons for persons coming into 
and leaving the working force may be grouped into a few broad divi- 
sions. Most of the people who enter the regular working force do so as 
they come into working age. Immigration, widowhood, divorce, and 
the opening of pronounced seasonal activities were the sources of other 
accessions. Separations from the working force are in the main due to 
retirements, deaths, emigration, and the closing of seasonal activity. 
Retirements result from a variety of factors, the most important of 
which are marriage (for women), financial independence, physical dis- 
ability, and superannuation. 

The number of accessions to the working force in 1930 is estimated 
at 4,335,000. Approximately 1,915,000% persons entered the regular 
working force on coming into working age. Others entering the regular 
working force were 93,000 immigrants and 125,000 widows and divor- 
cees. The balance of accessions—2,200,o00— were of the seasonal work- 
ing force. In the same year there were approximately 3,675,000 sep- 
arations from the working force. Of this number, approximately 
1,475,000 were from the regular working force and consisted of 513,000 
separations due to mortality, 475,000 due to marriage, 452,000 re- 
tirements other than those caused by marriage, and 34,000 emigrants. 


? The derivation of the estimates appeared in the report of the W.P.A. National 
Research Project, ‘‘Labor Supply and Employment: Preliminary Statement of 
Estimates Prepared and Methods Used,” by Daniel Carson with the assistance of 
Henrietta Liebman (November, 1939) (mimeographed). The estimates upon which 
the analysis in this paper is based were prepared under the immediate supervision 
of Olivia Pleasants Frost, who set up the tables and supervised and checked the 
clerical work and computations. The writer is also indebted to Max Wildfeuer for 
revisions of the estimates and aid in preparing the manuscript. 

3 Estimates for 1940 would be approximately 7 per cent higher. 
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TABLE 1* 


ACCESSIONS TO THE WORKING FORCE, BY SEX AND AGE, 1930 
(In thousands) 








REGULAR WorKING Force 





AccEs- 
ACCESSIONS . 
Accessions Due to | sions oF 
Acces- Coming into SEASON- 
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Known age and sex: 
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65 and over.... 





Known age and 
2,040 





2,203 





4,333 93 
































* Except for a few modifications which are noted below, the data in this table were obtained from 
Daniel Carson, ‘‘Labor Supply and Employment: Preliminary Statement of Estimates Prepared and 
Methods Used”’ (November, 1939), Table D-6a, p. 321. Column 9, which did not appear in the original 
table, was derived from Table D-7c, p. 330. The lowest two totals in col. 1 were revised to correspond 
with the inclusion of col. 9. 

t Data not available. 
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The balance of separations—2,200,00o—were of the seasonal working 
force. 

The figures for the years 1920-30, computed in the same manner, in- 
dicate that the increase of over 7,000,000 persons in the working force 
of the United States during the ten-year interval is the net result of 
36,000,000 separations and 43,000,000 accessions. That is, between 
1920 and 1930, 36,000,000 persons dropped economic activity and 
43,000,000 persons entered or re-entered economic activity. In terms 
of average annual changes there was a net increase of 700,000 persons 
as a result of approximately 3,600,000 separations and 4,300,000 
accessions. 

The larger part of both accessions and separations is of the seasonal 
working force. They number approximately 2,200,000 accessions and a 
like number of separations. There were, on the average, 1,400,000 
separations from the regular working force annually and 2,100,000 
accessions. The seasonal accessions and separations during the ten- 
year period are not of different individuals. The majority of seasonal 
workers probably return at a particular season or seasons for several 
years. But the great majority of the accessions to and separations from 
the regular working force are of different individuals. Most accessions 
to the regular working force are of young persons coming into working 
age. They were, therefore, not previously in the working force. Al- 
though the immigrants covered were workers previous to their arrival 
in this country, they were new recruits to the economy of the United 
States. During the 1920’s roughly go per cent of the accessions to and 
separations from the regular working force were of different individuals. 
Only the accessions of widows and divorcees are of persons who were 
previously in the regular working force. 

Although the number of female workers in 1930 was only 25 per 
cent of that of males, the number of females who entered the labor 
market was approximately 80 per cent as large as that of males. The 
primary reason for the difference between these percentages is the 
higher proportion of early separations among women because of mar- 
riage. All the reasons which cause men to enter economic activity also 
apply to women. Other reasons which are peculiar to them include 
disability, death, or unemployment of husband; insufficient family in- 
come; separation from husband; and divorce. Since 1920 the number of 
women who re-entered the labor supply as a result of dissolution of 
marriage was roughly between 110,000 and 130,000 annually. 
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Although it affected only women, marriage was almost as important 
a cause of separations from the economic scene as mortality. Some 
TABLE 2* 


SEPARATIONS FROM THE WORKING FORCE, BY SEX AND AGE, 1930 
(In thousands) 








REGULAR WoRKING Force 
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Total. .../3,674 t Tt 475 114 126 212 | 426 86 I 34 | 2,200 











* Except for a few modifications which are noted below, the data in this table were obtained from 
Carson, op. cit., Table D-65, p. 322. Column 12 did not appear in the original table and was derived 
from Table D-7c, p. 330. The lowest two totals in col. 1 were revised to correspond with the inclusion 
of col. 12. A few other revisions were made. The most important revisions are a somewhat modified 
sex distribution of retirements in the ages sixty-five and over and in the total retirements and total 
separations. 

t Data not available. 








475,000 women retired because of marriage in 1930. Approximately 
three-fourths of these retirements took place in the ages under twenty- 
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five; one-fourth, in the ages twenty-five or over. The annual number 
of retirements other than those due to marriage increased steadily. In 
1920 this was 334,000; in 1936 it was approximately 490,000. Separa- 
tions due to emigration since 1920 have fluctuated widely. The smallest 
emigration of workers to their native lands took place in 1937, when 
16,000 left the United States. The heaviest outward movement since 
1920 (190,000) took place in 1921 as a result of the crisis. 


ACCESSIONS AND SEPARATIONS BY AGE AND SEX 


Data from which the characteristics of the seasonal working force 
may be derived are nonexistent; and for immigrant and emigrant 
workers, very rough. Therefore, unless otherwise indicated, the de- 
scription of the sex and age characteristics of the accessions and separa- 
tions which follows is confined to the regular working force and ex- 
cludes those of immigrants and emigrants. 

The age composition of accessions to and separations from the work- 
ing force is distinct from that of the working force itself. The ages at 
which people enter into and separate from the labor supply are of sig- 
nificance to occupational guidance and employment service programs. 
At ten years of age the number of entrants was approximately 12,000, 
which increased to a peak of 338,000 at sixteen years of age, and de- 
clined rapidly so that at twenty-four years of age there were only 
14,000 accessions. The decline continued in the ages above twenty- 
four. 

There were approximately 9,000 male accessions at ten years of age 
of a total of 12,000 accessions. The number of accessions increased 
rapidly until sixteen years of age, when there were approximately 
200,000 male accessions, followed by a rapid decline to zero by thirty- 
five years of age. Female accessions increased from 3,000 at ten years 
of age to almost 150,000 at seventeen years of age, with a rapid decline 
to 2,000 at twenty-four years of age. There were additional accessions 
above twenty-four years of age, but they numbered only a few 
thousand. 

The only source of separations from the working force under fifteen 
years of age is mortality, and in these ages the losses are only a few 
hundred a year. At fifteen years of age separations due to marriag 
begin to take place, and they mount from approximately 2,000 a year 
at fifteen years of age to 52,000 a year at nineteen years of age. After 
that separations due to marriage taper off gradually until thirty-five 
years of age, when probably less than 5,000 separate because of mar- 
riage. In these same ages, from fifteen years up, separations due to 
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mortality rise gradually from 1,500 at sixteen years of age to somewhat 
less than 6,000 at thirty-five years of age. They continue to climb after 
that, and at sixty-five years of age approximately 11,000 separations 
take place because of mortality. In the age group sixty-five and over 
there was in 1930 a mortality loss of 143,000 and an additional loss of 
134,000 due to retirements. Approximately 84 per cent of the retire- 
ments of the age group of sixty-five and over are of males. 


MEANING OF ACCESSIONS TO AND SEPARATIONS FROM 
THE WORKING FORCE 


The number of separations from the working force is the number of 
persons who must be replaced if the labor supply is to remain constant. 
The number of accessions is the number of new recruits to the working 
force. It is equivalent to the number of separations plus the net in- 
crease. 

It is commonly asserted that provision must be made for 650,000 
new workers annually in the regular working force. This is approxi- 
mately correct if the matter under consideration is the increase in the 
number of jobs needed. If, however, problems of vocational education 
are under consideration, that figure is much too low. The number of 
persons who acquired vocations in 1930 is the number of accessions— 
2,150,000. The figure of accessions, then, is of significance to voca- 
tional education and also to occupational guidance programs. 

The numbers of accessions and separations are significant to the 
administration of certain local and federal agencies. The Bureau of 
Employment Security is directly interested in the jobs left open by the 
1,500,000 regular workers who separate from the labor market each 
year and in the 2,150,000 additions to the regular working force who 
become available for those vacancies and for new openings. The 
Bureau of Employment Security is also interested in the 2,200,000 
seasonal workers who enter and leave the labor market each year. The 
age and sex distribution of the accessions indicates the sections of the 
population from which the new recruits come. These figures also help to 
explain why so large a number of new applicants continuously appear 
on the records of the public employment offices. The proportion of 
first-job seekers applying at their employment offices to the number of 
accessions to the regular working force would indicate in a rough 
manner what proportion of labor recruits seeks work through the offices 
of the Bureau of Employment Security. 

The young ages at which women begin to leave the labor market 








LABOR FORCE ACCESSIONS AND SEPARATIONS 889 


roughly indicate the short time that some of the women remain in the 
labor market. Sixteen per cent of the women who separated from the 
labor market in 1930 did so at the ages seventeen through nineteen 
because of marriage; 25 per cent in the ages twenty through twenty- 
four; and less than 13 per cent in the ages twenty-five through twenty- 
nine. Only 46 per cent of the women left the labor market at thirty 
years of age or older. Naturally the women who separated from the 
labor market in the ages seventeen through nineteen could not have 
been available for work for very long. Those in the ages twenty through 
twenty-four were available somewhat longer, etc. 


OLD AGE INSURANCE ACCOUNTS 


Many students of the labor market and of social security have been 
puzzled by the large discrepancy between the annual increase of 650,- 
ooo in the labor market and the 4,000,000-5,000,000 new old age ac- 
counts which the Social Security Board is called upon to open and by 
the question why the persons for whom earnings are credited with 
the Social Security Board in one year but fail to have earnings credited 
in the following year number as high as from 3,000,000 to 5,800,000. 
Why the very large fluctuations? Accessions and separations help to 
explain this phenomenon. And its explanation may help anticipate 
various administrative problems which the Social Security Board will 
be called upon to face. 

It is the accessions to the regular working force which are most sig- 
nificant to the annual increase of old age accounts of the Social Se- 
curity Board. Most of the 2,150,000 accessions who enter the regular 
working force in each year are different individuals. Most of them are 
young persons coming into working age. A small part is of immi- 
grants, and the balance is of widows and divorcees who are compelled 
to return to the labor market. 

The number of accessions to the regular working force explains only 
half, or even less, of the large number of new accounts. There are, in 
addition to the 2,150,000 accessions to the regular working force, other 
accessions to labor for hire. According to reports from Dun and Brad- 
street, between 300,000 and 400,000 persons close their establishments 
in each year.’ Most of these enter the group of labor for hire and sooner 

4 As used here, “labor for hire’ includes wage-earners and clerical and profes- 
sional salary earners and excludes proprietors, farm operators, and self-employed 
professionals and artisans. 

5 Roy A. Foulke, Behind the Scenes of Business (New York: Dun & Bradstreet, 
Inc., 1937), p. 146. 
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or later get jobs, most of which are in covered industries. New ac- 
counts must therefore be opened for most of them. 

In addition to the accessions to labor for hire, current movements 
within the competitive labor market result in new old age accounts. 
One such factor is the movement of unemployed workers into employ- 
ment. Since there is a large turnover within the unemployed group, 
millions of new persons have probably appeared on the pay rolls be- 
tween 1937 and 1940 even though they had previously worked and 
there had been no increase in employment. A large part of the re- 
employed would naturally add to the number of new accounts at the 
Social Security Board within the first few years of its operation. An- 
other influence increasing the number of new accounts is the movement 
of employed persons from industries not covered to covered industries. 

Old age accounts must also be opened up for some of the seasonal 
workers, but probably for not more than a small fraction of the 2,200,- 
ooo seasonal workers. Most of the seasonal workers are engaged in 
agriculture and other industries not covered by the Social Security Act. 
And a large part of those working in covered industries return year 
after year, but call for new accounts only in the first year of 
employment in covered industries. Irregular workers form still an- 
other factor. Women who enter the labor market because of favorable 
employment opportunities or stringent family pressures probably form 
a large number. It is probable that hundreds of thousands from this 
group annually obtain employment in covered industries. 

It is most probable that as a source of new old age accounts some of 
these components will decline significantly within the course of the 
next ten years and that the total number of new accounts that will be 
opened annually will decline relative to the population. These com- 
ponents will probably include the unemployed, entrepreneurs and self- 
employed, workers who shift from noncovered industries, irregular 
workers, widows, and divorcees. A declining proportion of persons 
from these sources—only those who had not previously been in covered 
industries—will require the opening of new accounts. 

The opposite movements to those which require the opening of new 
accounts result in inactive accounts. In many cases an inactive account 
means a permanent separation from the working force, but for the ma- 
jority it merely means dormant accounts which may become active 
after a lapse of from only one year to as much as forty years. 

In the case of most of the 1,500,000 separations from the regular 
working force, those accounts will not be credited with wage and pay- 
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roll taxes in the following year. Separations due to mortality will 
certainly not, and most of the retirements in the older working ages 
will probably not again be credited with pay-roll taxes. A minority of 
those who retire because of marriage will return to the labor market 
at a later date. Disemployment, shift of employment from covered to 
noncovered industries, shift from labor for hire to self-employment, 
and the dropping-out of irregular and seasonal workers, all result in 
accounts to which pay-roll taxes are not credited in the following year, 
but probably in most cases the accounts will be only temporarily in- 
active. A year of heavy unemployment will naturally result in a large 
increase in inactive accounts. 

In column 4 of Table 2 the number of separations of females due to 
marriage is given by age. They form one indication of how the number 
of accounts at the Social Security Board will swell with the passing 
decades. For instance, 48,000 women are estimated to have separated 
because of marriage from the labor market in 1937 at eighteen years of 
age. Of these 48,000, some 22,000 will live to be sixty-five years of 
age.® Their accounts cannot be closed until after they have reached 
that age. These accounts will therefore be on the books more than 
forty-seven years. Those who separated at nineteen years of age and 
live to be sixty-five will have accounts on the books more than forty-six 
years, etc. 

The peak number of accounts may be reached about the time that 
the youngest women who separated from the labor market in 1937 will 
have reached sixty-five years of age and the increase in the labor force 
due to the growth of population has reached its maximum. These two 
influences combined may reach their maximum around 1990.’ In 1990 
there will be roughly a cumulation of some 28,000,000 accounts of 
women who separated from the labor market because of marriage, a 
cumulation of some 14,000,000 accounts of persons who retired from 
the labor market in the older ages and of disabled, seasonal, and irreg- 
ular workers, and some 53,000,000 current accounts. The total num- 
ber of accounts may thus reach 95,000,000 by 1990.* 

These estimates were formed by estimating, first, the future working 


* It is assumed that there will not be a change in the retirement age. 
7 The population assumed here is the Thompson and Whelpton estimate, based 
upon medium fertility, medium mortality, and no net increase from immigration. 


® This will include some 1,500,000-2,500,000 accounts of steam railroad workers, 
or other transport workers which may be administered by the Railroad Retire- 
ment Board, the Social Security Board or a succeeding agency. 
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force; second, the number of retirements by age, sex, and origin; third, 
the number of survivors; and, finally, by making an allowance for 
workers who would not at any time enter the covered industries. Be- 
cause of the limitations inherent in the estimates of the future popula- 
tion, working force, retirements, survivors, and other factors, there will 
undoubtedly be deviations from the estimates at many points. There 
is likely, however, to be a partial compensation of errors, and the esti- 
mates do provide a rough approximation of the prospective magnitude 
of the task of the Social Security Board. 


ESTIMATING UNEMPLOYMENT BY INDUSTRY 


In recent years published estimates of unemployment by industry 
have appeared. It is believed that a better knowledge of the constant 
flux of persons into and out of the working force will result in discarding 
these estimates. The method of estimating unemployment by industry 
for the years since 1930 is to measure the decline of employment in each 
industry and add these declines to the respective base unemployment 
figures obtained from the 1930 unemployment census. 

Estimates of unemployment by industry require estimates of the 
industrial composition of the working force. It is impossible to make 
such estimates from the information now available, or which we are 
likely to have in the near future, because of the huge movement into 
and out of the working force. As there are approximately 2,150,000 
accessions and 1,500,000 separations each year, it is clear that the 
farther one proceeds from the census year, the greater is the gross turn- 
over in personnel and the greater the change, therefore, in the indus- 
trial composition. By 1935 approximately 7,500,000 of those who were 
available for work in 1930 had left the scene of economic activity. But, 
as their industrial attachments are unknown, the industrial composi- 
tion of the remaining 41,300,000 of the 1930 working force is also un- 
known. During the same period approximately 10,500,000 other per- 
sons entered the regular working force. Their industrial composition is 
likewise unknown. Therefore, even though estimates of employment 
by industry are available, estimates of unemployment by industry can- 
not be made because the industrial composition of the working force is 
not known for any other than the census date. By 1939 approximately 
13,500,000 of those who were in the working force in 1930 had left the 
scene of economic activity and approximately 19,000,000 persons 
entered. In addition to the movement into and out of the working 
force, there is a great deal of shift from one industry to another, es- 
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pecially during depressions. The figures above do not include depres- 
sion-forced entries or seasonal or irregular workers. 

During years of relatively full employment it may be considered a 
workable hypothesis to assume that the industrial composition of the 
separations will be approximately balanced by a similar distribution of 
accessions. But the industrial composition of that part of the accessions 
representing a net increase would still remain an unsolved problem. It 
may be concluded, therefore, that estimates of unemployment by in- 
dustry cannot be made. They can be obtained only by a survey or 
census. 

DECLINING MOBILITY IN THE LABOR SUPPLY 

There has been some discussion in recent years regarding a tendency 
to a decline of industrial mobility in the labor supply. A typical line 
of reasoning from which this conclusion is formed reads: 

Moreover, it is beyond dispute that the various modern developments 
have tended, and still do tend, to lessen the mobility and adaptability of 

On the other hand, the rapid growth of the population, which in 
the past made possible a great redistribution of labor between industries by 
the diversion of new entrants toward expanding industries, has now been re- 
placed by an approach to stationary populations, so that a redistribution now 
involves an actual movement of workers out of contracting industries and 
into expanding ones.° 


Another source of immobility of the labor force has been voiced by 
other economists—the rapid obsolescence of skills. 

Our remarks are not intended to disprove the prospect of less mo- 
bility in the labor force but rather to support the contention that in the 
United States for a long time to come neither the declining rate of in- 
crease in the population nor the rapid obsolescence of skills will be a 
serious factor in industrial mobility. The emphasis of the above quo- 
tation is clearly on the approach to a stationary population and the 
assumed consequence that this would lead to a shortage of new en- 
trants to the labor force. The manner in which concern is expressed 
indicates that, instead of thinking of the new individuals in the labor 
force, the author has in mind the net increase. The difference between 
the net increase and the number of accessions to the labor force is of 
the order of that between 650,000 and 2,150,000. Thus, considering 
new workers only, instead of only 1.2 per cent of the workers being 
available each year for new and growing industries and techniques, it 
is as much as 3.6 per cent. The difference between net increase and ac- 


*G. V. Haberler, Theory of International Trade (London, 1936), pp. 194-95. 
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cessions may be emphasized by the ratio between them. In the United 
States the number of accessions to the regular working force is over 
three times as high as the net increase. As the retardation of the 
growth of the population proceeds, the ratio will approach infinity. 
In countries growing at a faster rate the ratio of accessions to the net 
increase will approach 1. In countries with a slower rate of increase of 
population, such as Great Britain and France, the ratio will approach 
infinity. 

The changes of techniques of production and growth of industries 
during five years, then, will be met by new workers numbering 18 per 
cent of the labor force, who are available to move into the new occupa- 
tions and industries from which there is a demand for labor. This is be- 
lieved to be more than adequate to meet any change of techniques and 
shifts in industries now in prospect. To state it in another way, in five 
years there are enough new recruits to the economy for a complete turn- 
over of wage-earners in manufacturing, where most of the obsolescence 
of occupations takes place. Therefore, while it is true that the retarda- 
tion of the growth of population does make for somewhat less industrial 
mobility, it involves much less restriction on mobility than iscommonly 
inferred. Even if the population had already ceased growing, new re- 
cruits would amount to 2.4 per cent per year. And 24 per cent new 
personnel per decade will be more than adequate to take care of any 
probable demand for mobility and adaptability of the workers to the 
needs of industry.”° 

1° The progressive increase in the rate of change of technology in manufacturing, 


where most of the occupational obsolescence takes place, is offset by the progressive- 
ly smaller part of the working force which is engaged in manufacturing. 














THE PROBLEM OF SIMPLICITY IN THE ENACTMENT 
OF TAX LEGISLATION, 1920-40: 


KENYON E. POOLE 
Brown University 


I 


IMPLICITY has long been recognized as one of the desirable 
characteristics both of good taxes and of a good tax system. An 
examination of the history of tax policy in the United States 

during the past twenty years discloses, however, that a constantly 
shifting center of public interest has prevented even that kind of sim- 
plification which is not inconsistent with other, equally valid, canons 
of taxation. Furthermore, the cause of simplification lies in the hands 
of several groups; and because they do not synchronize in political 
power, progress is slow or negative. Simplification has been advocated 
for a variety of reasons: to create a better impression in the minds of 
taxpayers by relieving them from burdensome complications; to cor- 
rect inequities which have arisen because of provisions added earlier to 
remedy the adverse effects of hasty legislation (during wartime) ; to in- 
crease efficiency of collections (during depression) by doing away with 
clauses designed to preserve equity in taxation at the expense of reve- 
nues; to preclude a breakdown of the tax system by bringing about in- 
terstate and federal-state co-operation; to assist in making possible a 
simultaneous consideration by congressional committees of revenues 
and expenditures, in order through lower expenditures to obviate the 
complications that relatively higher taxes would necessitate. Finally, 
the efforts of those who endeavor to protect their own interests by ad- 
vocating emphasis on a single federal] tax, like the income or turnover 
tax, can in certain circumstances (as we shall see below) tend to reduce 
the complexity of the tax system. 

Those who advocate simplification, whether of individual tax laws 
or of the system, usually take it for granted that simplification is de- 
sirable; and because many are affected by complicated taxes, constant 


? This paper is based on a study of taxation in the United States during the period 
1920-40, made possible by a grant from the Committee on Research in the Social 
Sciences of Harvard University. 
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moves are made toward simplification.? But it is necessary to remem- 
ber that, because of the complexity of present-day industrial and com- 
mercial life, tax legislation must in any case be characterized by con- 
siderable complexity. No one familiar with the problem doubts that 
this circumstance sets a rather narrow limit to successful simplifica- 
tion. The apparency of this situation was obscured after the first 
World War, however, because of three factors. First, the rapid de- 
velopment in the complexity of methods of doing business, notably of 
corporations, and in the financial setup of American business, outran 
the ability of the public to comprehend the changes which were taking 
place. Congress, in dealing with tax legislation, had to face these prob- 
lems at once; but taxpayers were often slow in realizing that the de- 
tailed information which they were required to furnish was intended 
for their own protection. Second, the tax system during this period did 
in fact retain complications originally introduced because of the neces- 
sities of war. Partly because of political inertia, certain of these com- 
plications were retained far longer than had at first been intended. 
Third, for the first time the income tax succeeded in being accepted as 
a permanent source of revenue in time of peace. The necessity of solv- 
ing many difficult problems of equity, notably as between earned and 
unearned income, forced some experimentation; a strong feeling among 
certain volunteer tax experts that the income tax would break down 
because of its complexity (especially in so far as it was alleged to per- 
mit the wealthy to escape part of their burden) gave much adverse 
publicity to the tax; and great numbers of new taxpayers were intro- 
duced for the first time to the disagreeable job of making out tax forms. 
The combination of these circumstances produced much criticism of 
the tax system, and the pressure of widespread complaints finally led 
to the establishment of the Joint Committee on Internal Revenue Tax- 
ation, by the authority of the Revenue Act of 1926. 

The Joint Committee never succeeded in bringing about, or indeed 

? Cf. R. B. Eichholz, “Should the Federal Income Tax Be Simplified?” Yale Law 
Journal, May, 1939, p. 1200, who points out that the strength of the desire for sim- 
plicity is shown by the appointment, from 1851 to 1928, of eight special commissions 
in Great Britain to study the matter. 

3 W. R. Green, “Simplification and the Federal Tax on Earned Incomes,” A meri- 
can Economic Review, Supplement (March, 1928), pp. 95 ff. In defending the 
earned income provision of the Revenue Act of 1924, Green states that “‘sim- 
plicity is not the only goal,” and that justice ought not to be sacrificed to it. See 
also R. G. Blakey, “Simplification of the Federal Income Tax,” American Economic 
Review, Supplement (March, 1928), p. 103. 
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in recommending, the simplification contemplated by the framers of its 
terms of reference. Once the subject was opened up, and the advocates 
of simplicity forced to state exactly where simplification would result 
in a clear advantage, equity considerations were found to be an irre- 
movable barrier to simplicity. The summary of the committee’s recom- 
mendations states that “the complexities of the present law are due 
largely to efforts made to meet conditions previously unforeseen to re- 
move inequities,” and that a simple income tax for complex business is 
not possible.‘ On the other hand, the committee found much complex- 
ity which could no longer be justified. It recommended that as the in- 
come tax had developed up to 1927 it needed to be re-examined and 
simplified, because many of its provisions had been incorporated to 
alleviate hardships and to “‘prevent injustice during a period when the 
income tax system was growing rapidly and in the midst of great finan- 
cial stress incident to war.” Congress itself took an even more decided 
view concerning the desirability of placing equity first in evolving a 
basic tax structure. It maintained that considerations of equity out- 
weighed the administrative difficulties which prompted collectors of in- 
ternal revenue to recommend abolition of the earned-income provision 
in the income tax; and contending that in time taxpayers would be- 
come more familiar with the law, it took the position that a disservice 
would be rendered the public if a whole new body of interpretation had 
to be built up by the courts as a result of thoroughgoing revision. 


II 


The growing movement in favor of simplification therefore received 
an abrupt check in 1927; but by that year many of the arguments for 
simplification were losing their force, as war-created inequities were be- 
ing gradually removed. In the period immediately succeeding the war, 
however, the case for simplification was strong. Hasty legislation, 
whose primary object is revenue, is bound to be replete with inequities. 
Consequently it would appear that such a period would be character- 
ized by a concerted effort toward the achievement of greater simplicity. 
This was not the case, however. Failure to better the situation when 
something might have been accomplished may be laid in large part to 
three conditions obtaining after the war. The first was the constantly 
changing tax relationships among governmental jurisdictions in recent 
years, which forced an unusual amount of reliance upon expediency in 
tax legislation by all units of government. The second was the fact that 


4 Joint Committee on Internal Revenue Taxation, Report (1927), I, 5. 
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each political party was willing to hold up progress as long as necessary 
in order to make it appear that any improvements ultimately made 
were due to its own efforts. The third force, not immediately connected 
with party politics, was the continual struggle between economic 
groups. 

The role played by expediency has been frequently stressed. Thus 
Professor Buehler asserts that “‘expediency is still the major principle 
in distributing the costs of government,” defining expediency as the 
‘practice of taxing as circumstances seem to warrant, and with chief 
regard to the more immediate, practical, and pressing considerations.” 
The reason for this, he says, is because central governments have stead- 
ily increased the scope of their activities, and in doing so have had to 
overlook many traditional scruples in determining upon sources and 
methods of tax collection.’ [t will be noticed that Professor Buehler 
uses expediency in its fiscal sense, omitting any reference to those rea- 
sons for voting or remitting taxes which relate to the general political 
situation. Thus: (1) large expenditures have required nations to ob- 
tain revenues by making use of all sorts of taxes; (2) old taxes, even 
when inequitable, have had to be kept; and (3) taxes and their rates are 
fixed according to fiscal needs, popular resistance, and prevailing ideas 
of justice. Until the entire revenue (and expenditure) system of the 
United States is revised to take account of the changing allocation of 
governmental functions, this kind of expediency may be expected to 
continue to be important. A movement toward centralization forces 
all branches of government to grasp independently and inefficiently at 
the various revenue sources, and this struggle is likely to end in sub- 
ordination of local bodies to the central government. If constitutional 
or political forces prevent this extreme from being reached, “expedien- 
cy” is apparently the price we must pay for retaining a certain kind of 
government. 

The second reason for the post-war failure to carry simplification as 

5A. G. Buehler, “The Principles of Expediency and Justice in Taxation,” 
Bulletin of the National Tax Association, February, 1936; see also G. Colm, ‘““The 
Ideal Tax System,” Social Research, August, 1934. 

6 Buehler, of. cit., pp. 130-35. The author points out that justice is relative, and 
that the best-organized interests are able to force their own conception of it into the 
tax law. Only by chance will this coincide with the best interests of society. Much 
the same conclusion is arrived at by Colm in the article cited above: ‘“The belief in 
the old criterion of justice descended from the liberal epoch has been shaken”’ (p. 
319). The relative emphasis to be placed on the several canons of taxation “must 
be fought out anew in each historical epoch.” 
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far as might properly be done, namely, the desire of each political party 
to obtain credit for the relief ultimately given the taxpayer, operated 
during much of the time when the arguments for simplification out- 
weighed those against it. President Wilson asked Congress for simpli- 
fication in his speech at the opening of Congress on December 2, 1918; 
but Secretary Houston found it necessary to complain in his Annual 
Report for 1920 that vainly “for more than 18 months . . . . the Presi- 
dent and his chief financial advisers have repeatedly urged revision 
....” and Representative Cordell Hull accused the Republicans of de- 
laying tax simplification and reduction so that complaints by the elec- 
torate of the failure to accomplish these ends would react to the ad- 
vantage of the Republicans in the presidential election.” Again, during 
the twenties, when mounting revenues resulting from increasing busi- 
ness activity made it possible to reduce taxes as an alternative to 
maintaining a high rate of repayment of national debt, both Republi- 
cans and Democrats used every means at hand to make it appear that 
reductions in income-tax rates were the result of their political activ- 
ity, rather than the product of nonpolitical forces. There is some rea- 
son to believe that the consistent underestimate of revenues by the 
Treasury, so that repeated surpluses appeared, was bound up with the 
employment of the principle of expediency in the political sense. It is, 
of course, no discovery to learn that political considerations can pre- 
vent the achievement of desirable simplification of the tax system; but 
it is interesting to notice that at a time when a large part of the com- 
plexity was undesirable and obsolete, factors unconnected with fiscal 
problems should have succeeded in postponing a reform which was 
generally agreed to be necessary. 

The conflict between income groups formed the third force retard- 
ing simplification of the revenue system. This conflict was especially 
strong immediately after the war, when some income tax payers still 
thought it possible to convince the electorate that this tax ought to be 
reserved for war emergencies. Thus, although everyone agreed that 
simplification both of the system as a whole, and of individual tax 
laws, was desirable, a schism developed as to what form it should take. 
Clearly, it was possible to reduce the number of taxes either by revert- 
ing to the regressive pre-war system, which relied mainly on customs 

7 Speech before the House of Representatives, May 25, 1920. It is to be noted 
that no position is taken here as to the relative merits of the apologies of the two par- 


ties for their actions. Since the Democrats were losing control of Congress, they 
would naturally voice the more sharply their accusations of the opposing party. 
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and excises, or by retaining the sharply progressive income tax made 
possible by the exigencies of the war. Both these points of view re- 
ceived powerful support. The Democrats, and later even more urgent- 
ly, the Progressives, maintained that the “‘gains’”’ made as a result of 
the war should not be given up.* On the other side, a powerful group 
agitated with almost endless articles and speeches for the replacement 
of the excess-profits tax (which both parties recognized as increasingly 
unworkable in its form at that time) with a sales tax; this would reduce 
the need for revenue from an income tax. A third group, it may be 
mentioned, realized that the principle of the income and inheritance 
taxes had now come to stay, for peacetime as well as for wartime. But 
this group felt that maximum income-tax rates far below those of the 
war revenue act would have to be adopted if businessmen were not to be 
discouraged from investment.® It is apparent that unless one of the two 
extreme groups succeeded in obtaining the balance of political power, 
the probable compromise would result in a tax system which was more 
complicated (but, be it noted, more balanced) than either one which 
relied mainly on sales taxes, or one which attempted to derive the bulk 
of federal tax income from those having relatively high incomes. 

This struggle, which went far deeper than the political jockeying 
that accompanied the transition from a Democratic to a Republican 


regime after the war, continued through the first half of the decade of 
the twenties, and reached such intensity that for a time other issues in 
taxation were forgotten. Since the nation found itself in the midst of a 
great transition from customs and excises to the income tax as a major 
source of federal revenue for peacetime as well as for war, simplification 
of the system as a whole, as well as of the meaning and phraseology of 


8 Cf. the statement of Secretary Houston, ‘‘What You Need To Know about Fed- 
eral Taxation,’ World’s Work, October, 1921, p. 589, that the advancement of the 
principle of progression made as the result of war legislation should not be given up 
now that the crisis was over. 


9° Report of the Secretary of the Treasury, 1921, p. 26. Secretary Mellon stated 
that ‘‘we hear much of the need of simplifying our tax laws The greatest sim- 
plification that can be made is the reduction of the [income tax] rates.”” He advo- 
cated a maximum of 20 per cent, and said that the revenue temporarily so lost (until 
the stimulus to production made itself felt in higher income-tax yields with the new 
lower rate) could be made up with an excise or a low general sales tax. It is to be 
noted that the last part of this suggestion could have resulted unobtrusively in the 
adoption of the sales tax as a permanent part of the tax system, which might have 
precluded the necessity of the income tax. Thus it is difficult to assess Mellon’s real 
intentions in this suggestion. 
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individual taxes, waited on the outcome of this much more significant 
conflict.° 

Although dissatisfaction with the complications of the revenue sys- 
tem continued throughout the decade of the twenties, some progress 
was made toward a simpler tax system (as opposed to simpler taxes) 
because of the rising yield which accompanied the entrance of the na- 
tion into a phase of prosperity. The way was paved for the removal of 
nuisance and other taxes necessitated by the war emergency, and even 
if politics and inertia slowed down active progress toward a simpler 
revenue system, at least the need for more revenues was absent as a 
factor making for greater complications. Coupled with the automatic 
rise in yields, but of relatively small quantitative importance, was the 
constant striving of the administration for lower cost of government. 
Despite the attention paid by Coolidge to this problem, however, in- 
creasing governmental functions, designed to meet the growing com- 
plication of the industrial and commercial structure of the nation, nulli- 
fied most of the results. Another force, operating only temporarily, 
was the flow to the Treasury of sums representing (1) the collection of 
back taxes as old (mainly excess-profits tax) cases were closed, and (2) 
the sales of war stores. On the other hand, it should be noted that a 
period of prosperity is not the time when much attention is devoted to 
the simplification of specific tax laws in order to increase their yield. 
Most significant of all, perhaps, is the fact that prosperous times obvi- 
ated any incentive on the part of either the states or the federal govern- 
ment to add a substantial number of taxes hitherto regarded as the 
province of the other jurisdiction; it was in large part the desperation 
caused by falling revenues which prompted both the state and federal 
governments to encroach on areas hitherto considered reserved to the 
other, that was responsible for the increasing complication of the sys- 
tem after the advent of the depression.” 

© It is to be noted that steep progression in one or two taxes employed by the 
federal government does not mean that the entire tax system becomes progressive. 
However, during this same period steps were being taken to introduce income and 


inheritance taxes into the tax structures of the states, and cities and towns have been 
relieved of a part of their share of total public expenditures. 


™ Use by the federal government of the estate tax was intended, of course, to 
bring about uniformity among the tax laws of states; it was hoped that the principle 
of an offset to taxes paid to states might be extended to other taxes as well, but later 
experience has demonstrated that the idea has only limited application. In the first 
place, evidence has been presented by Professor Oakes to the effect that the result 
of the 80 per cent federal credit under the Revenue Act of 1926 has been to complicate 
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Ill 


The depression affected the issue of simplicity in two ways. First, 
forces obtaining in earlier years were reversed, bringing about a re- 
versal, in large part, of the phenomena described above; but, second, 
the depression led to a political reaction which encouraged the taking 
of steps toward social control (control of business, attempts at redis- 
tribution of purchasing power, etc.). This involved a considerable 
proliferation of new taxes, both to obtain the revenues required to fi- 
nance new agencies, and as instruments of coercion. Although clearly 
these two manifestations have many connecting bonds, they need to be 
treated separately. 

Despite the fact that the Treasury became alarmed at a lack of co- 
ordination which not only permitted states to compete with one an- 
other for revenues, but caused the states and the federal government to 
contend for the available sources, a fairly well-marked tendency existed 
for the federal government to overlook in practice the difficult position 
of the states. For example, faced with revenue difficulties itself, the 
federal government showed a disposition to think of death taxes no 
longer solely as a means of regulating the conduct of the states, but, in 
the high as well as the low brackets, as a revenue source for itself. As 
early as 1932, President Hoover advocated reorganization of the tax 
system, and the House appointed a special committee to study the 
elimination of conflicting federal, state, and local taxation.” Frequent 
speeches were made by Treasury officials, before mayors’ conferences 
and other groups representing state and local interests, advocating 


further the system as a whole (“‘The Federal Offset and the American Death Tax 
System,” Quarterly Journal of Economics, August, 1940; cf. also R. M. Haig, ““The 
Coordination of the Federal and State Tax Systems,” Bulletin of the National Tax 
Association, December, 1932, p. 72). States found it the easier course to enact new 
estate tax legislation to take advantage of the federal offset, while simply retaining 
their old inheritance tax laws. Secondly, a host of practical questions arise with any 
attempt to apply the offset principle to most of the taxes relied on by states. 


*2 New York Times, April 28 and June 17, 1932. Little real progress seems to 
have been made in this direction through the depression, despite frequent specific 
proposals. One of the most urgent of these was made by Secretary Morgenthau 
when he remarked at the hearings before the Ways and Means Committee (May 27- 
June 5, 1939) that we ought to take immediate steps to make effective new Treasury 
studies of problems created by federal-state-local tax conflicts. In this connection he 
suggested the appointment of a temporary national commission to report to Con- 
gress on various phases of intergovernmental fiscal policy. This was important in 
its recognition of the necessity of integrating not merely the tax laws, but also the 
expenditure practices of the various levels of government. 











SIMPLICITY IN TAX LEGISLATION, 1920-40 903 


greater co-operation in the allocation of tax sources. This apparent 
discrepancy between the words and acts of the federal authorities, and 
the underlying difficulties it implies, raise the question whether co- 
ordination and simplification really can take the form of separation of 
sources, or whether resort should be had to federal administration of 
state and possibly even local taxes. It is the difficulty of solving this 
problem satisfactorily in a federal democracy that is largely responsible 
for the manner in which pleas for co-operation have run counter to 
practice in tax matters during the past few years. 

The growth of revenue legislation enacted for the purpose of carry- 
ing into effect social reforms of the Roosevelt administration added to 
the complications both of the tax system and of individual tax laws. 
In so far as the administration was prompted by a desire to set in mo- 
tion forces that might ultimately make for a more permanent recovery, 
the depression may be held responsible for these complications too, but 
clearly the greater part of such remedial legislation was not closely re- 
lated to the business cycle. The attempt to reform the capitalistic 
system has made use of all available weapons, and taxation was one of 
the most obvious of the instruments of persuasion, either to finance the 
several laws or to induce certain actions on the part of individuals. 
Taxation for this purpose involves not only an increase in statutes; but 
because of its nature (coercion of given acts by the taxpayer rather 
than the production of revenues) a statute is likely to be extremely 
complex. Since the purpose is to affect either the investment, dividend, 
or other economic policy of producers, the law must be highly explicit, 
and is likely to lay a considerable burden on the taxpayers’ time. 

The nature of the complication introduced into the system and into 
individual taxes by this aspect of New Deal legislation may be illus- 
trated by reference to one or two of the most important examples. 
These examples, incidentally, serve at the same time to bring out the 
difficulty of determining whether a complicating tax originates because 
of an attempt to combat the evil effects of the cycle or to cure some de- 
fect of the capitalistic system. The processing tax under the Agricul- 
tural Adjustment Act was aimed at bringing about a redistribution of 
national income in favor of certain kinds of farmers. This appears to 
be an attempt at modification of our institutions in such a manner as to 
alleviate a stated inequity in distribution of income as among certain 
groups. But sponsors of the act based themselves equally strongly on 
the contention that such a redistribution would lead to a better bal- 
anced economy and a consequent lessening of the forces making for un- 
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derconsumption; thereby a possible depressive force, it was thought, 
would be removed. Apart from the question whether the transfer is 
thereby made from the proper group (urban consumers), and whether 
the effects will actually be to promote a certain measure of defense 
against depression, an already complicated tax system is complicated 
further. If this method is generalized to correct other such situations, 
the implications for complexity are clear. 

Another example must be mentioned, namely, the tax on undistrib- 
uted profits, which was introduced in 1936. Again, both reform and re- 
covery aspects were inextricably bound up (equity as among income 
taxpayers, and an attempt to affect savings and investment policies 
respectively), and business taxation was apparently rendered more 
complex. One hastens to add, however, that whether the tax system 
became unduly complex, in view of what the tax was supposed to 
achieve, is not easy to determine. President Roosevelt added as an 
afterthought in recommending the passage of this tax that “such a re- 
vision of our corporation taxes would effect great simplification in tax 
procedure, in corporation accounting, and in the understanding of the 
whole subject by the citizens of the nation.”** These, of course, con- 
stituted ideals rather than a historical record; and, whether justifiably 
or not, businessmen rejected this offer of simplification. At any rate, 
the simultaneous presence of several unrelated objectives in this law 
reduced the importance of the objective of simplicity." 

Until the more serious problems connected with rearmament dis- 
placed for the time being interest in simplicity, both the administration 
and the Treasury evidenced increasing disquiet at the failure of suc- 
cessive revenue acts to introduce any important simplication. In view 
of the attitude of the federal government on tax sources during depres- 
sion, and of the administration toward nonrevenue aspects of taxation, 
it might have been expected that both the system and individual taxes 
would become more complicated. In any event, President Roosevelt 
alluded to the study of foreign tax systems carried on by congressional 
committees, underlining their conclusion that our own system needed 


13 New York Times, March 4, 1936. 

4 The undistributed profits tax was related to many of the problems of reform 
and recovery. In the main, reform was to be achieved by taxing certain individuals 
who had used undistributed profits as a means of escaping part of their income-tax 
liability, while a more sustained economic activity was to be brought about by the 
forcing out of dividends into the hands of those who would presumably be apt to 
spend them for consumption goods. 
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simplification, at the very time when he was advocating a further de- 
parture from taxation purely for revenue in his proposal to use the in- 
strument of taxation to alleviate the existing inequitable distribution of 
wealth."s The Treasury, too, disturbed by the growing disunity of the 
federal revenue system, and impressed with reports of the British tax 
system brought back by Undersecretary Magill, resolved to ask the 
1938 Congress for a thorough overhauling. It was thought that a sys- 
tem might be evolved, which, like that of Great Britain, could rely on 
changes in rates of taxes, for adjustment to changing conditions, with- 
out the necessity of carrying out at frequent intervals a substantial re- 
vision of the system. Possibly something might have been done had 
not the dangerous turn of events in the spring of 1940 pushed this prob- 
lem into the background. In any case, the recent great development 
of the tax system as a complex instrument, encompassing far more than 
merely the collection of revenue, has awakened fears which have forced 
greater concern for the cause of simplification."* But what has been 
emphasized more than anything else, perhaps, is the fact that simplic- 
ity must be defined as relative to the uses to which the tax system is 
put. Whatever improvements are introduced into the system, it will 
remain more complicated than it was before the potentialities of gov- 
ernment spending, and of nonrevenue functions of taxation, were fully 
exploited. 

*S Message to Congress, June 19, 1935 (House Doc. No. 229, 74th Cong., rst sess.). 
This proposal, which was something of a bombshell when it was first made, did not 


bear important economic results. Politically it served its purpose by doing much to 
reduce the growing support of Long and Coughlin. 

*6 Again, in 1940 (January 8), Senator Harrison suggested the appointment of a 
joint committee to consider simultaneously revenues and expenditures. Although the 
proposal had the support of the President, and of Senate Republicans, the opposition 
of House leaders, on the ground that regular House committees were already well 
advanced in the consideration of appropriations, removed it from further attention 
(Tax Policy, October, 1940, p. 5). 
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Land Tenure Policies at Home and Abroad. By HENRY WILLIAM 
SpPreGEL. Chapel Hill: University of North Carolina Press, 1941. 
Pp. xii+171. $3.00. 

Professor Spiegel presents a bird’s-eye view of farm tenure condi- 
tions, property relations, and tenure policies in western Europe and the 
United States during the last two decades. The focus falls upon the 
legal ramifications and institutional aspects of tenure in farm land. 
Economic and social factors are introduced from the periphery and 
treated rather cursorily but with a good deal of judgment and under- 
standing of their characteristics. Perhaps the most remarkable quality 
of this book is the sense of realism and sociopolitical insight with which 
the author treats the formal legalistic matter of property and tenure of 
farm lands. In this respect his book is unique. The author’s training in 
jurisprudence and in political economy—two disciplines whose comple- 
mentary functions in the interpretation of social phenomena are much 
too little appreciated by social scientists—enables him to place the core 
of his subject matter, which is tenure law, in the dynamic setting of 
economic forces and political action. Here lies the main contribution of 
Dr. Spiegel’s treatise. 

It is necessary to realize the newness and the interdisciplinary char- 
acter of Spiegel’s approach in order to do justice to his work. A jurist 
might deplore the lack of systematic citation of codes and decisions; 
sociologists and historians will miss many relevant details pertaining to 
their fields; being an economist, I find many crucial problems of the 
effect of tenure arrangements on rent, efficiency of production, con- 
servation of land, and distribution of income, inadequately discussed or 
not raised at all. A wise man once remarked that the human mind has 
not a universal focus. On the whole, the author has succeeded in 
sketching the major problems, in selecting facts and arguments of pri- 
mary relevance, and in synthesizing the more important component 
issues of legal, political, and economic nature, which enter into the 
formation of tenure policies. 

The six chapters are only loosely interconnected and are of widely 
varying scopes and degrees of detail. Chapter i, “Foundations of Land 
906 
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Tenure Policies,” depicts tenure policies as parts of more general eco- 
nomic and agrarian policies whose fundamental objectives in present 
times are conservation, agricultural production adjustments, and help 
for the disadvantaged classes. To the extent to which these broad ob- 
jectives require the exercise of public control over land, they impinge 
upon private property in land and upon established tenure arrange- 
ments. 

These introductory comments are followed by a chapter on “‘The 
Legal Background of Land Tenure in the United States,” in which the 
author draws heavily, perhaps too exclusively, from Tiffany’s standard 
work, The Law of Real Property. The discussion of the forms and char- 
acteristics of the various property rights in land moves swiftly to the 
third chapter, “Facts and Factors in European and American Land 
Tenure.” Laws and customs of land inheritance in Europe, particu- 
larly England, are contrasted with those prevailing in the United 
States. The relative merits of private and public ownership of forest 
land are appraised, with the result that state intervention in the use 
and disposal of forest land is considered necessary, but need not take 
the form of transfer from private to public ownership in all cases. The 
sections dealing with taxes and credit in relation to tenure are some- 
what confused, ill-balanced, and strewn with generalizations of doubtful 
validity. It helps matters little to quote from reputed authorities such 
statements as that unearned increments have ceased to accrue to land- 
owners (p. 36), that high taxes foster tenancy (p. 36), and that if only 
the prices of farm products would be maintained high enough, land- 
tenure problems would solve themselves automatically (p. 50). 

Chapter iv on ‘Farm Tenancy Policy” is the most provocative chap- 
ter of the book. It bristles with flashes of real insight as well as with 
inaccuracies and non sequitur’s. The section on the formation of rents 
and the lease market is, on the whole, excellent. The analysis of the 
conditions responsible for the discrepancies in the trends and levels of 
rents and land prices testifies to the author’s insight into the complexi- 
ties of the rent determination processes; also the relevance of Pigou’s 
distinction between private and social net products to the economics 
of tenancy policy is ably presented. On the other hand, if the author 
contends that share rents keep the contract rent much closer to the 
economic rent than do cash rents (p. 64), that “‘it is safe to say that the 
peak of rents determines the amount of [mortgage] indebtedness for a 
long period”’ (p. 68), and that “if improvements can be made without 
the landlord’s consent, landlords will refrain from letting land” (p. 72), 
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he shouid not be surprised if he is called upon to present conclusive evi- 
dence and rigorous argument for the support of such doubtful conten- 
tions. Also attention is called to the fact that 34 per cent of American 
tenants do not move “at least once a year” (p. 67), but were on the 
move in 1934—which makes a great difference. The chapter ends with 
a somewhat cursory but quite informative review of federal and state 
tenancy legislation, programs, and proposals. 

“English Land Tenure Policy”’ constitutes chapter v. The agricul- 
tural holdings acts are reviewed in their various phases, and the statis- 
tical material illustrating their workings is well chosen and brought up 
to date. The recent trend toward owner-operatorship is largely ex- 
plained by a rapid weakening of the landlord’s financial position due to 
high inheritance taxes and high mortgage indebtedness. The insecurity 
of the landlord’s ownership leads many tenants to buy their farms in 
order to safeguard their occupancy. It is interesting to note—which 
the author unfortunately fails to do—that this trend does not seem to 
be viewed with great enthusiasm by the farmers and the general public; 
it would be very worth while to probe into the reasons for this lack of 
satisfaction with the trend toward owner-operatorship, the goal so 
ardently sought by American farmers. Instead, proposals for gradual, 
but general land nationalization are becoming more and more popular, 
from radical Thomas Spence to conservative Viscount Astor. It would 
have been well for the author to scrutinize these trends more closely. 

The last chapter, “Land Tenure under the Swastika” is an excellent 
exposition of the tenure policies under the Nazi regime. Facts and 
ideas characterizing the Nazi land reforms are well organized, carefully 
documented, and competently interpreted in their historical and politi- 
cal setting. The fundamental contrast in the ideologies underlying the 
tenure policies of the Nazi regime, on the one side,and England and the 
United States,on the other, is forcefully drawn, without sacrifice of de- 
tachment and scientific objectivity. Serious conflicts are seen in the 
various objectives of agrarian reforms: autarchy demands maximum 
market output from agriculture, which is not likely to be achieved by 
entailed family farms demanded by the philosophy of “blood and 
soil” ; eugenic considerations call for increased birth rates and strength- 
ened family ties in the farm population, while entailed estates have, at 
least in part, tended to reduce the birth rate and increase family fric- 
tions. Tenancy is discouraged as disturbing blood-soil relationships— 
but the tenure laws make farmers virtual tenants of the state. A wealth 
of highly significant and interesting facts regarding administrative reg- 
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ulations of rents, land transfers, inheritance, and farm management is 
found in this chapter which constitutes an impressive climax of Dr. 
Spiegel’s book. I do not know of any work in English which treats the 
drastic land-tenure reforms of the Nazi regime as comprehensively and 
competently as he does in this last chapter. 

Everyone interested in the problems of rural welfare, in the chal- 
lenging issues of agrarian movements, and in the conditions under 
which farmers occupy the land, will find Professor Spiegel’s book a 
valuable source of information and of intellectual stimulus. 


RAINER SCHICKELE 
Towa State College 


Revolution in Land. By CHARLES ABRAMS. New York: Harper & Bros., 
1939. Pp. xiv+320. $3.00. 


After reading the book the impression that the title chosen is not 
the best is almost sure to be clearly lodged in the mind of the reader. 
Land has always been a somewhat inclusive term as used by econo- 
mists, yet it seldom or never is made to include buildings. If the author 
should insist that he did not intend to include buildings in his land 
concept he would be under the necessity of making some difficult ex- 
planations, such as his assumptions that the whole housing question 
belongs in a land discussion. Much of the book consists of a criticism 
of the tax situation, but urban taxes hit buildings harder than they hit 
land. To Dr. Abrams the land tax and the real estate tax seem iden- 
tical. 

The author’s understanding of rural affairs does not seem to match 
his familiarity with urban environments. A few examples will illustrate 
this fact. He speaks of the difficulty of harvesting soft wheat with a 
combine, whereas the softness or hardness of the wheat is not, in this 
respect, a factor. He compares the status of the small farmer of today 
with the hand-loom operator of the eighteenth century, yet the hand- 
loom operator could not by any chance live on his own product, while 
the small farmer is persistent because he can eat, drink, even wear, 
much of his product. To the author the long lease would presumably 
be a boon to American farm tenants, yet the length of the lease is not 
the main trouble with our tenants. Nor would a lease with “rent fixed 
once for all in advance”’ be likely to prove the way out of the tenancy 
morass. To prove that mortgage credit was the main cause of land 
price inflation would be a hard task, or, on the other hand, it would 
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prove too much. We cannot conceive of modern business without 
credit. A mortgage is an incident to credit. The inflation of land values 
following the World War of twenty-five years ago was closely related 
to $2.00 corn, $20 hogs, and 60-cent butter. The mortgages came in 
the wake of inflation, not in the van. Again, the sweeping claim that 
taxation charges and mortgage demands have resulted in the “‘rejec- 
tion of diversified farming in favor of the cash crop, soil erosion,” etc., is 
asserted. It has been a metropolitan idea for many years that diversi- 
fication connotes the last degree of wisdom, while cash crops mean ruin. 
The case is not so obvious or simple. 

This naive conception of the small farm well tilled quite naturally 
leads the author to make extreme statements regarding the economic 
power of business in contrast with the deplorable plight of the farmer 
and homeowner. He reports, ‘“‘the mortgagee, potentially in possession 
confronts the owner, in possession for the time being (until the almost 
inevitable event of default).”” Real estate is, true enough, in bad shape, 
but the number of unforeclosed mortgages is still great. As an ex- 
ample, and surely not a rare one, two building and loan companies in a 
middle western city report that 97 per cent of their five thousand loans 
are kept paid up according to contract. A recent report on the Federal 
Land Bank loans shows 70 per cent of all their two billion dollars in 
loans in satisfactory shape, and by no means are all the remaining 30 
per cent hopeless. Yet the conclusion is arrived at that “‘the mortgage 
represents an interest in realty which is only formally a loan.” This 
would mean apparently that the mortgage owner always has the upper 
hand, yet in another connection it is declared that “‘all land is poten- 
tially submarginal.” Hence the whole structure may collapse. But one 
must not argue in a book review. 

The author states that industry buys as little land as possible. They, 
naturally, buy what they need, or rent it. He remarks that cotton fac- 
tories do not grow cotton. True, neither do harness makers often pro- 
duce leather, goldsmiths operate gold mines, or millers produce wheat. 
There are still advantages in division of labor. 

A main thesis of the book is that land is taxed too heavily and busi- 
ness too little. In this there is all too much truth. However, the au- 
thor’s handling of the case leaves much to be desired, or else most tax 
theorists are wrong. He deplores the fact that personal property es- 
capes the assessor. He seems almost to feel that the lessening role of 
personalty on the tax rolls is a concession to the owners of personal 
property. Attention to the incidence of taxation is indicated. Page 
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Seligman! Probably the author’s poorest work is in connection with 
this phase of taxation, although he leans heavily on the “President’s 
Conference.’’ Incidentally, Mr. Abrams does not share Seligman’s be- 
liefs concerning the taxing of the mortgagee’s share in real estate hold- 
ings. 

Land values are looked upon as intangible. So they are. How about 
security values? Or how about the values of stocks of goods? Some of 
these are no doubt more tangible than others, but “‘intrinsic value”’ to 
which the author refers in connection with his tax discussion is about as 
tangible and discoverable as the universal solvent. 

The author believes that the investor as well as the borrower should 
be made more secure, i.e., have his interests covered by some type of 
insurance. Otherwise, ‘the propaganda for home ownership should be 
definitely discontinued.’”’ Mr. Abrams is convinced that a major ail- 
ment of the economic setup of today is to be blamed on the monop- 
olists and their high prices, and he recommends: “A far more vigorous 
enforcement of the anti-trust laws than has yet been seen. .... ” He 
gives no illustrations of lowered prices resulting from such enforcement 
as we have had in the way of encouragement toward the desirability 
of further action. 

Mr. Abrams seems to have much faith in the government in spite 
of the sordid action at the Constitutional Convention a century and a 
half ago. It was primarily a sound-money convention in the interest of 
the merchant and creditor classes. Even so, he finds that “‘one of the 
fundamental postulates of the new day is bound to be the obligation 
of the public authority to intervene ....to rectify injustice, restrain 
oppression .. . . to secure to all that measure of opportunity which the 
productive mechanism makes possible and the present economic con- 
fusion frustrates.”” He wants more social control over land. “Savings 
and investment must be placed under social control.’’ Savings must 
not “remain the playthings of little groups of wilful men.” It might be 
remembered that government is often in the hands of fallible, even 
though not wilful men. 

The author remarks that there have always been theorists ready to 
attribute the inexplicable sequence of order and confusion to some 
single element chosen almost at random from the maze of all possible 
causes. The reader will wonder if this failing is not illustrated in the 
book under consideration. The unemployment, the breakdown of 
foreign trade, the staggering relief load may all hinge on land and the 
need for land reform, but such is not made clear in this volume. One is 
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left in doubt as to the author’s vision of land reform and a better day 
in reading his closing remark: “Only metaphysical, half-mystical, 
barriers stand between us and abundance. Only the rules of the game 
evolved in bygone days of famine”—all this under the caption “‘Revo- 


lution in Land”’! 
B. H. Hrpparp 


University of Wisconsin 


The History of Land Use in the Harvard Forest. By HucH M. Raup and 
REYNOLD E. CaRitson. Petersham: Harvard Forest, 1941. Pp. 64. 
$0.65. 

Most workers in the field of land economics have come to associate 
the term “land use” with the economic and technical problems involved 
in allocating land to its most productive use. To them, the title of this 
bulletin will be somewhat misleading since the central theme is a study 
in forest successions. It is, therefore, essentially an ecological rather 
than an economic study. 

The primary aim of the investigation is to determine the similarities 
and differences between the character of the present forests in the town 
of Petersham, particularly the Harvard Forest, and the character of 
the pre-Colonial forests which existed on these same lands. It is the 
thesis of the authors that the knowledge of the historic development of 
the present forests will help to develop a rational system of better man- 
agement of wood lots on a “natural’’ basis. In order to determine the 
probable character of the original forests, and the changes that took 
place in them over a long period of years, early historical writings, 
census data, tax records, and old maps were used. 

Analysis of present forest types in the light of these historical records 
leads to the conclusion that the pre-Colonial forests were similar in 
composition and general topographical arrangement to the old types of 
forest still remaining today. Relic stands, therefore, may be taken to 
indicate the trend of development of younger stands in the area and to 
serve as a guide in formulating plans of forest management. This, of 
course, is in line with long-established concepts of the progress of nat- 
ural vegetation toward climax types. 

The bulletin includes in considerable detail a record of the economic 
history of the town and of land tenure in Harvard Forest. It will be of 
considerable interest to those delving into the techniques of research in 
economic history. Much of it, however, has little direct bearing on the 
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central problem of tracing the cultural history of the lands now in 
forest. The economic history of the town of Petersham and the evolu- 
tion of forest lands from pre-Colonial times to the present are two 
parallel studies not organically correlated, and for that reason could 
have been dealt with in two separate publications. 
Haroip C. Moser 
Lake States Forest Experiment Station 
University Farm, St. Paul, Minnesota 


The Diary of Alexander James McPhail. Edited by Harotp A. Innis. 
Toronto: University of Toronto Press, 1940. Pp. xi+289. $2.50. 


This book is at once an absorbing character study and a mine of 
inside information concerning the formation and operation of the West- 
ern Canadian Wheat Pools. From the formation of the Saskatchewan 
Pool in 1924 until his death in December 1931, A. J. McPhail was a 
continuous occupant of key executive positions in the pool organiza- 
tions. These included the presidency of the Saskatchewan Pool Board 
and the presidency of the Central Selling Agency. From ror1g until 
his death McPhail kept a remarkably complete daily diary. 

Dr. Innis’ big task as editor has consisted in carefully segregating 
those sections of the diary which relate directly or indirectly to the 
farm-movement program, rearranging these sections so as to provide 
a reasonably chronological account, and supplying (where necessary 
and from his own wide knowledge gained elsewhere) a large number 
of statements which serve either as missing links in the story or as 
summaries of certain steps in the general development. He has also 
added a most interesting and valuable introductory chapter covering 
details in re McPhail’s family background and a brief summary chap- 
ter indicating the fundamental reason for the farm movement of the 
twenties and thirties together with the basic problems which faced 
men like McPhail who were charged with implementing the programs. 

While the literature dealing with the co-operative activities of the 
Canadian grain growers is quite voluminous, most of it is the product 
of special students who have had to rely pretty largely on outside ob- 
servation. The special merit of this new book is that it permits one to 
study the subject by noting the concrete problems as they were en- 
countered and dealt with day by day by those immediately responsible 
for policy formation and execution. In other words, it makes it possible 
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to supplement the several excellent general treatments with a very 
considerable amount of previously nonavailable inside information. 
One cannot read this book without being greatly impressed by the 
informed ability, the devotion, the zeal, the moral courage, and the 
self-sacrificing character of the farm-movement leaders; the extent to 
which sincerely held personal opinions on vital questions may differ; 
the extent to which the changing farmer public opinion influenced the 
course followed by the co-operative executive and government bodies; 
the superhuman demands made upon people like McPhail who had to 
take the lead in education, in developing the organizations, and in ad- 
ministration; the strength and also the weakness of the pooling plan; 
and, above all, the tremendous difficulty of reconciling the maintenance 
of democratic member control with efficient centralized administration. 
As for McPhail himself it is obvious that he possessed quite unusual 
leadership qualities. His continued occupancy of the highest execu- 
tive offices is perhaps the best evidence of his ability and of the confi- 
dence reposed in him. Despite the fact that he held very definite views 
on questions of policy he was continuously trying to obtain the view- 
points of others. Being tremendously imbued with the desire to serve, 
his attitude was always that of a man with a great mission to perform. 
His cause was the farmers’ cause. The sincerity of his desire to find 
the best solution for their problems was obvious. No one who reads 
this book will deny that his contribution to the cause he espoused was 
immense and that the intensity of his effort contributed to an untimely 


death at the age of forty-seven. 
W. M. Drummonp 


Ontario Agricultural College 


American Husbandry. Edited by H.J.Carman. (“Columbia University 
Studies in the History of American Agriculture,”’ No. 6.) New York: 
Columbia University Press, 1939. Pp. lxi+582. $5.00. 


The editors of this series have done a real service to students of 
agricultural history in making this work readily available. Originally 
published as two volumes in London in 1775, it has commonly been 
considered to be the best contemporary account of Colonial agriculture 
but has always been very difficult to find. Auction records show that 
only one copy has come up for sale in the United States during the last 
thirty years and barely half a dozen in England. The reviewer in scan- 
ning American and foreign secondhand-book lists for over twenty-five 
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years can remember seeing it offered on only three occasions. Ordi- 
narily it has sold at from $15 to $25. 

In this reprint there have been added the only contemporary review 
of the work which has been found; the article by Lyman Carrier which 
called attention to its importance and discussed its authorship; the 
editor’s own discussion of this problem; and numerous useful foot- 
notes. Professor Carman is unable to agree with Carrier’s attribution 
of the work to John Mitchell and believes there is rather more reason 
for thinking that Arthur Young was the author, though the available 
evidence is not such that he feels justified in making a definite attribu- 
tion. There is so little basis for connecting John Campbell or any one 
of the Burkes with the work that they are ruled out, and a certain 
answer to the problem of authorship is believed impossible at present. 
The editor’s footnotes add appreciably to the value of this reprint, 
and the reviewer, who only chanced to run across the connection some- 
time ago, is glad to note that the tables showing the exports of different 
classes of commodities from each of the colonies are properly indicated 
as having been taken from Cluny’s American Traveler. Dibdin states 
that this work is supposed to have been prepared for Lord Chatham. 
These very useful tables have been more frequently reprinted than any- 
thing else in American Husbandry, but I can recall no previous instance 


where their original source was cited. 
CHESTER W. WRIGHT 
University of Chicago 


Wholesale Commodity Prices in the United States, 1700-1861. By 
ARTHUR Harrison Cote. 2 vols. Cambridge: Harvard University 
Press (under auspices of the International Scientific Committee on 
Price History), 1938. Vol. I, pp. xxiiit+-187, $4.00; Vol. II, Statisti- 
cal Supplement (photolithographed), pp. x+359. $2.50. 


These volumes, together with the local studies upon which they are 
based, represent the American contribution to the history of prices 
published under the auspices of the International Scientific Committee 
on Price History. As providing a summary and partial analysis of the 
best data that have been gathered for the United States on the period 
covered it is needless to say that they are indispensable for the student 
of American economic history. 

This work is based on the material previously gathered by others, 
chiefly for this purpose, covering the history of prices in Boston, New 
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York, Philadelphia, Charleston, New Orleans, and Cincinnati for such 
portions of the whole period as adequate data were found available. 
The results of these local price studies have been published in detail 
elsewhere, and the objective of the present work is stated to be to 
“serve as an introduction to the detailed reports of the areas covered 
and as, in fact, a summary of the findings there secured” (p. 89). 
While approximately three-quarters of the text is devoted to this sum- 
mary, the remainder goes beyond this to compare the price movements 
in the different localities with reference to differences of price levels, 
seasonal variations of individual commodity series, and cyclical move- 
ments in the general indices. This is done in what is called an “intro- 
ductory manner” and with the object of calling attention to the possi- 
bilities for further research. Material for such research is provided in 
the statistical supplement, which contains monthly price series for 
forty-five important commodities, as far as available at each of the six 
cities, arranged by years and classes of goods and carefully annotated 
for changes in quality, description, or the unit of measure. 

Part I, devoted to summarizing the results of the previous studies 
for the six cities, describes in each case: (1) the sources from which the 
original price data were secured; (2) the statistical procedure used in 
constructing the indices; and (3) the outstanding trends in price move- 
ments shown by these indices. Since the statistical procedure used 
varied appreciably as between the different cities, due chiefly to the 
different quantity and character of the data available, so that com- 
parisons have to be made with care, this critical explanation and re- 
view of the various procedures employed is particularly useful. It 
should also be noted that one important addition has here been made 
to the data previously published in the separate local studies. On the 
basis of data later secured for six somewhat imperfect commodity price 
series Miss Bezanson found it possible to extend the Philadelphia gen- 
eral index back from 1720 to 1700. This is important as providing the 
only index for this period now available. There are also some recalcula- 
tions of the originally published indices undertaken for the purpose of 
making more satisfactory comparisons. 

As distinct from this “summarizing” portion, Part II of the text is 
original analysis based on comparisons of price movements in the aif- 
ferent cities. For a few commodities certain differences in seasonal 
price fluctuations as between cities or between periods are brought out. 
An almost complete unanimity in the secular trends of price move- 
ments between the different cities is found. For cyclical swings there 
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appears a considerable agreement in the period before 1745, much dis- 
agreement in the disturbed years between that date and 1822, and a 
much closer harmony thereafter, suggesting the growth of a more 
closely knit economic organization of the country. The Philadelphia 
general index is found to be the most stable, while those for the south- 
ern and western cities show the most marked variations, due in part to 
differences in the variety of the basic data and the statistical procedure 
used. The construction of a single index for the country obviously in- 
volves many difficulties as to method and has not been attempted. 
Much greater obstacles doubtless explain why no comparisons with 
price movements in other countries are made. These are problems for 
future undertakings. 

These volumes of the International Committee and the subsidiary 
studies on which they are based, notably those for Philadelphia where 
the data proved so rich and local support was generous, may well be 
considered among the most important contributions, if not the most 
important contribution, to American economic history in recent years. 
This basic background of price movements is obviously one of the first 
essentials for an understanding of both regional and national economic 
development, and scholars must recognize a deep debt of gratitude to 
the individuals and the organizations who have carried through this 
undertaking in such an eminently satisfactory manner. It is sincerely 
to be hoped that the challenge to further analyses of the material that 
has thus been provided will not long remain unaccepted. 


CHESTER W. WRIGHT 
University of Chicago 


Economic Analysis. By KENNETH E. Boutpinc. New York: Harper 

& Bros., 1941. Pp. xviii+809. $4.25. 

Professor Boulding has written two elementary textbooks on eco- 
nomic theory, and both depart far from the conventional pattern. Al- 
though they are bound together, the physical tie may be disregarded 
in this review. 

Textbook I, which has the subtitle “Demand and Supply,” is an ele- 
mentary exposition of the mechanism of competitive markets, i.e., the 
nature of market equilibrium, effects of shifts of supply and demand, 
and nontechnical discussions of their determinants. This apparatus is 


* Part I is also available in a separate edition. 
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applied over a wide range of problems, including foreign-exchange 
rates, arbitrage and hedging, security markets, occupational wage dif- 
ferentials, and price-fixing. There are also three chapters and numerous 
sections on money and international trade. With only rare exception 
the subject matter consists of important phenomena the nature (or at 
least the existence) of which is generally known to beginning students, 
and Professor Boulding demonstrates convincingly that most of this 
matter is amenable to simple, analytical tools. The treatment is lucid, 
and it is embellished by neat and interesting applications of elemen- 
tary theory to problems such as crop restrictions and silver purchases. 
Textbook I is unusually good. 

Textbook II is subtitled ‘““‘The Marginal Analysis.’ It is also, the 
author avers, an elementary treatment. If so, Colgate University is to 
be congratulated on the caliber of its undergraduate students, for Pro- 
fessor Boulding has given free play to his undoubted talents for eco- 
nomic analysis. The student is exposed to the awe-inspiring panoply of 
the modern economist: cost cures of various sorts, production and con- 
sumption indifference curves, reaction curves, the period of production, 
the elasticity of expectations, and Hotelling’s complaint of the undue 
similarity of vinegars. The reviewer must hasten to add that, of course, 
these are developed correctly and frequently ingeniously, and few of 
those who teach “elementary” economics will fail to get some new ideas 
from the volume. The sole objection worthy of notice in a brief review 
is the author’s propensity for creating a new, but not engaging, termi- 
nology: as examples, the expenditure curve is called the “standard of 
life line” ; and it is “the law of eventually diminishing marginal physical 
productivity”’ (surely, also: when the proportions are variable and the 
state of technology is not). 

The reviewer would argue that a multiplicity of sophisticated the- 
orems is less appropriate to an undergraduate student than a more 
intensive drilling in a few basic techniques. To the nonprofessional stu- 
dent economic analysis can at best be only a way of thinking, not 
(e.g.) three theories of duopoly price. To those who share this view, 
Textbook II may still be a valuable adjunct, for judicious omissions 
(some of which are indicated, on p. 376) will still leave a reasonably 
consecutive treatment of the basic marginal analysis necessary to un- 
derstand the broader issues of economic policy. 


GEORGE J. STIGLER 
University of Minnesota 
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Value and Distribution: Some Leading Principles of Economic Science. 
By Lewis H. Haney. New York: D. Appleton—Century Co., Inc., 
1939. Pp. xviit+734. $4.00. 


To attempt at the present time to “unscramble inconsistent doc- 
trines” and to develop a synthetic theory of value and distribution will 
surely be recognized as an extraordinarily formidable task for a single 
person to undertake within the scope of a single volume. Professor 
Haney has undertaken all of this; furthermore, he has set as his high 
objective the exposition of a body of doctrine “of which it can be said 
that the burden of proof is upon its critic” (p. vi). 

The development of his own doctrines of value and distribution is 
preceded by a critique of what he calls contemporary economics and a 
lengthy examination of what he regards as the basic assumptions of 
economic science. The material here presented is certainly provoca- 
tive; and it serves admirably to set clearly before the reader Professor 
Haney’s conception of contemporary economic theory and the prin- 
cipal faults which he has to find with it. Professor Haney’s own posi- 
tion as an economic theorist is also made clear, and the way is paved 
for exposition of his own doctrines of value and distribution in the suc- 
ceeding chapters. 

It should be pointed out at once that for Professor Haney “‘contem- 
porary economic theory” is encompassed basically in the works of 
Marshall, J. B. Clark, Taussig, Seager, Seligman, Davenport, and their 
contemporaries. There are occasional brief references to Knight, 
Keynes, and others; but the debates and discussions of the last twenty 
years, with the important exception of some of those in the field of 
monopolistic-competition theory, 12ceive scant attention. For those 
who have a touch of nostalgia for the older issues and problems this 
volume is certainly to be recommended. “Price economics,” the con- 
cept of “opportunity cost,” and the limitations of the marginal produc- 
tivity approach are subjected to vigorous examination. 

The critical part of Professor Haney’s work is, for me at least, handi- 
capped by his insistence upon a rather superficial philosophical ap- 
proach, similar to that which characterized the introduction to his 
earlier work, History of Economic Thought. All economists, he suggests, 
are consciously or unconsciously either materialists or idealists (or 
worse, now one, now the other), and their economic thinking is shaped 
accordingly. Both philosophies lead to extreme positions in economic 
thought and therefore should be avoided. Professor Haney’s “ dualis- 
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tic” philosophy is designed to yield the happy mean in economic doc- 
trine. 

Now, I suggest, first, that there is no more reason for presuming that 
an economist’s thinking is the outgrowth of his philosophy than that 
the opposite is the case. Second, while it may be admitted that there 
may be some relation between an economist’s general philosophy, on 
the one hand, and his concept of society, his views as to the ends of 
economic activity, and his attitude on matters of public policy, on the 
other, there is surely no justification for him to permit his philosophical 
preconceptions to influence him in his analysis of the circumstances 
responsible for the determination of exchange value or of the share of 
the national income taking the form of wages, interest, profits, or rent. 
Nor am I convinced of the felicity of Professor Haney’s approach by 
his application of it to the critical analysis of what he calls ‘‘the entre- 
preneur point of view.”’ Here he groups together a number of “errors” 
of other economic theorists: the doctrine of opportunity cost, the at- 
tempt to explain value by expenses of production, the marginal produc- 
tivity approach to the analysis of distribution, and others. His attack 
upon the entrepreneur point of view is renewed from time to time 
throughout the book, but it appears to resolve itself into a rather in- 
adequate criticism of the particular equilibrium approach and surely 
could have been delivered quite as effectively without identifying the 
guilty parties as either materialists or idealists. 

Somewhat more timely are his views on the theory of monopolistic 
competition, a body of doctrine the importance of which he is inclined 
to minimize. In his opinion mercantile and industrial activity are char- 
acterized in the main by competition which is imperfect only to a low 
degree. Hence there certainly is no occasion to abandon the theory of 
value based upon the assumption of pure competition and to substitute 
the theories of monopolistic competition. All that is necessary is to 
“allow for the difference between complete competition and partial 
competition” in any particular case (p. 144). 

Professor Haney’s conception of competition is somewhat clarified 
when he presents, as evidence of the general prevalence of competition, 
the maintenance of uniform prices ‘‘at the same time that the competi- 
tors try to secure a larger volume of business, either by improving the 
quality of their products or the service they give, or by sales effort and 
advertising”’ (p. 139). But the reader is not likely to find very helpful 
the author’s suggestion (p. 148) that the existence of imperfection of 
competition may be adequately allowed for in the theory of value by 
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thinking of the supply and demand schedules for a product “‘as being 
not lines, but bands or zones, the width and shape of which partly de- 
pend upon the degree of competition which exists.”” Unfortunately, no 
justification for this extraordinary technique is offered. 

Although I am inclined to think that the significance of the more 
abstract formulations of monopolistic-competition theory may easily 
be exaggerated, I cannot feel that Professor Haney has been wise in 
failing to make any use whatever of these doctrines in the formulation 
of his own theory of value and distribution. He is content to include a 
chapter devoted to“ Prices or Rates under‘ Monopolistic Competition’ ; 
The Theory of Railway Rates,” which is presented as a case study to 
illustrate the way in which monopolistic elements may be “allowed for”’ 
in the analysis of a situation which departs considerably from even the 
author’s conception of competition. The chapter is based largely upon 
Professor Haney’s earlier volume, Business of Railway Transportation 
(1924). 

The analysis of value is introduced by two chapters devoted to the 
psychological and philosophical aspects of the subject in which much 
attention is given to matters of definition and classification. Altogether 
sixty-three pages are required to bring the author to the point of de- 
fining economic value: “‘ Economic value is that function of the rela- 
tion between a subject and an object, which is derived from the direct 
motivation of an individual by the means to the fulfillment of a desire 
tendency” (p. 224). All this attention to the psychological and philo- 
sophical aspects of the nature and causes of value might well be ex- 
pected to yield its fruit in the chapters which follow, by enriching his 
analysis of the determination of economic value. Instead, one finds 
such passages as the following, the author’s comment in this case hav- 
ing reference to the emotional element underlying some market be- 
havior: 

Perhaps the most frequently witnessed manifestations of sentiment are 
those of fear, hope, anger, revenge, and display. The sentiment of market 
pessimism is apt to be associated with fear, while the sentiment of optimism 
is generally associated with hope. The attitude of one who buys in order to 
deprive another of the good in question, may reflect anger or revenge, etc. 
The point is that these emotions or sentimental “feelings” affect the will, or 
in other words, they affect decision and action [p. 247]. 


The analysis of value is limited to the case of the long-run “ normal.” 
No attention is given either to the equilibrium of the firm, whether in 
the short run or in the long run, or to the problem of general equilib- 
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rium. Dynamic aspects of economic life are pushed to one side (p. 310) 
except for a few brief references (e.g., p. 312); and monetary phenomena 
are not permitted to enter the picture, except for a separate chapter on 
the value of money. Value is reduced to “an equilibration between pri- 
mary demand and supply schedules” (p. 310). Demand is based upon 
individual desire tendencies (apparently unaffected by such influences 
as advertising and salesmanship) which manifest their effects through 
individual subjective values and marginal utilities. Supply is based up- 
on expenses and disutility costs. The normal value thus determined 
not only yields the maximum producers’ and consumers’ surplus but 
also—and here is an original contribution I am sure—corresponds to 
that value at which the quantity exchanged generally has the largest 
possible aggregate value which may be subsumed under the given de- 
mand schedule (p. 332). With regard to the last part of this statement 
at least, the burden of proof must be permitted to remain upon Profes- 
sor Haney." 

The analysis of distribution has genuine merit at several points. 
There is, first, the emphasis upon the interrelation between the value of 
the productive services of the several factors and the demand for the 
finished product. Second, there is a clear recognition of the difficulties 
involved in clearly defining what one means by a “quantity”’ of labor, 
capital, land, or enterprise. But his solution for the latter problem is, I 
am afraid, no solution at all: it consists in the use of the terms “‘labor- 
power units,” “‘capital-efficiency units,” “land-efficiency units,” and 
“units of enterprise ability,” as if there were in real life some measur- 
able entity which corresponded to each of his “units.” 

In general, the demand for the product is viewed as constituting a 
joint demand for the services required to bring the product into ex- 
istence. This joint demand is distributed among the factors in accord- 
ance with the marginal productivity of each of the factors with due re- 
gard to their relative scarcity (a form of analysis earlier severely criti- 
cized). The supply price of labor is related mainly to “ disutility cost”; 
the supply price of capital to “abstinence” and degree of certainty; the 
supply price of enterprise to the enterpriser’s subjective worth of his 
services, the irksomeness of uncertainty, the sacrifice of leisure, the 
cost of earlier training and experience, etc.; and the supply price of 
land to its ‘natural scarcity,” to the subjective worth attached to it by 

* There is another interesting new development of doctrine a few pages later 


(pp. 334-37) in connection with the problem of temporary equilibrium between 
demand and supply “in that market condition in which buyers are willing and able 
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its owner, and to the latter’s “ holding-power.”” The simultaneous de- 
termination of price of product and rates of remuneration per “ef- 
ficiency unit” of the factors employed is demonstrated in a series of 
diagrams (pp. 484, 545, 606, 672, and 687) which are far from clear. 
For example, the diagram which is designed to illustrate the deter- 
mination of interest has an x-axis upon which is supposed to be 
measured simultaneously quantity of product, units of labor-power, 
units of capital efficiency, and units of entrepreneurial ability used in 
producing the product! The same difficulty arises with several other 
diagrams. 

The analysis of distribution, like the analysis of value, is strictly 
limited to the long-run, static, purely competitive case. There is no 
attention to the possible bearing of laborers’ or employers’ organiza- 
tions upon the determination of wages; no consideration of the short 
run; no attention to dynamic phenomena of any sort. 

Throughout the book there are frequent references to other writers’ 
ideas. In some cases these references are not, in my opinion, entirely 
fair to the authors cited. For example, Monroe is unjustifiably criti- 
cized (p. 270 n.) for confusing subjective and objective prices when, as 
a matter of fact, the whole difficulty arises because Professor Haney 
neglected to note that Monroe was assuming an absence of reservation 
price on the side of supply (except for those potential sellers who might 
consume their product rather than sell it at the market price). Mr. 
Keynes is said to make “‘ the efficiency of capital depend upon its effect 
(more or less assumed) upon employment”’ (p.6). In another place (p. 
563) Mr. Keynes is said to make “no allowance for capital goods, their 
costs, or their productivity.” And it is suggested on the same page that 
Mr. Keynes is implicitly making the assumption that “the ‘demand for 
liquidity’ is not affected largely by the length of time involved in in- 
vestments, and by the attendant uncertainties, political as well as 
other.” Marshall is erroneously said to have so defined net income as 
to exclude “necessities” (pp. 447-48, 496). His concept of quasi-rent is 
referred to (pp. 595-96) as the differential return earned by new, more 
efficient capital goods over and above the return on “old capital.” And 
here is what Béhm-Bawerk meant when he said that a roundabout 
process of production is more productive than a direct one: “He ap- 
pears to mean that labor, in making consumers’ goods, such as bread, is 
less productive than labor which is applied to making producers’ goods 


such as ovens” (p. 584). 
B. F. HALEy 
Stanford University 











924 BOOK REVIEWS 


Economic Factors Affecting Industrial Relations Policy in National De- 
fense. By SumNER H. Sticuter. New York: Industrial Relations 


Counselors, Inc., 1941. Pp. 112. $1.50. 


This book, which must not be confused with the volume of similar 
title issued more than a year earlier by the same author and publisher, 
exhibits the economic background of current American labor problems 
in Professor Slichter’s usual incisive manner. The text is organized in 
twenty-one sections, each of which is recapitulated in the “Summary.” 
Much up-to-date statistical material is effectively presented, generally 
in round numbers. 

The main themes are indicated by this excerpt: 

The defense program . . . . presents American business with the greatest 
challenge it has ever faced: (1) how to meet on short notice an enormous 
demand for goods, (2) how, in so doing, to prevent a pronounced rise in prices 
and costs, and (3) how to develop a large nondefense demand for goods that 
will facilitate the transition from defense to nondefense production. Upon 
the ability of American industry to meet this challenge may depend the sur- 
vival of private enterprise in this country [p. 13]. 


Among the half-dozen sections concerned with the first point, one on 
“Guns versus Butter” is noteworthy. Slichter reckons total “unem- 
ployment” in mid-1940 at some 8.3 million,and he considers at least one 
million of the unemployed as unemployable in factories. He explores 
such bottlenecks as skilled labor supplies and remarks that “at least 
two million men could be transferred from agriculture to other indus- 
tries with little loss of agricultural output and a considerable increase of 
nonagricultural production” (p. 33). He does not attempt, however, to 
guess how closely we may expect to approach literally full employment. 

In the sections bearing upon the second challenge, Slichter explains 
admirably many of the pitfalls of wartime price-wage inflation; and his 
discussion gives little support to the optimistic view that increasing 
rates of operations should absorb wage increases and make government 
price control easy. In a very informative section he compares our pub- 
lic contracts type of wage regulation unfavorably with the wage-hour 
type—but neglects to mention that the former undertakes directly to 
influence above-minimum wage rates. On the challenge as to post-war 
readjustments he points to favorable factors such as deficits of con- 
sumer goods and war-bond holdings by consumers, also war-developed 
productive capacities which may cheapen and improve post-war con- 
sumer goods. Other elements recommended for long-term national 
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prosperity include moderation of protective tariffs, industrial research, 
union-management co-operation, and cost-price relations which will 
enable at least three out of five companies to avoid deficits. A recur- 
rence of vast unemployment, we are warned, would make doubtful the 
continuance of free labor and free enterprise. 

Some readers may complain that Slichter has treated too many top- 
ics too briefly and has not focused attention upon outstanding matters 
for either private or governmental planning. The book, however, is full 
of specific and wise counsel for people practically concerned with labor 
relations; and it is also full of stimulating suggestions for theorists. 


Z. C. DICKINSON 
University of Michigan 


The Housing Demand of Workers in Manhattan: An Income Analysis 
of the Workers in Manhattan To Determine Rent Levels for New 
Apartments in the Lower East Side and Other New York Areas, No- 
vember, 1938. By Homer Hoyt and L. Durwarp BapcLey. New 
York: Corlears Hook Group, 1940. Pp. ix+172. $15. 


This volume was prepared as a confidential report for a group of 
large institutional lenders by a staff assigned for the purpose by the 
Federal Housing Administration. It was not intended for public dis- 
tribution, and only a limited edition was printed. Because of the in- 
terest generated by the somewhat unusual scope of the work, a small 
number of copies have now been made available for sale through the 
Mortgage Conference of New York, 515 Madison Avenue, New York 
City. 

As its subtitle indicates, the purpose of the work was to ascertain 
the nature and extent of the potential demand for new apartments 
among the million people who work on Manhattan Island but live 
elsewhere and to provide a factual basis for estimating whether that 
demand might be harnessed for the rehabilitation of the island’s 
blighted areas. Chief among these areas, of course, is that almost fabu- 
lous tract of one thousand acres known as the Lower East Side. The 
approach is that of the economist and not that of the social worker— 
which is a vice or a virtue depending on one’s point of view. 

By search of the personnel records of a number of large employers, 
and by the use of thousands of questionnaires filled out by employees, 
the authors built up for a large sample an unusually rich body of perti- 
nent material. Incomes, sizes of families, places of work and of resi- 
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dence, costs of transportation both in time and in money, and other 
factors were made available for intensive analysis and cross-analysis. 
About one-half the volume is devoted to this phase of the work (chap. 
iii and Appen. I). These give every evidence of having been carefully 
and thoroughly done, and the reviewer is unable to suggest any sub- 
stantial body of available material which the authors overlooked in 
testing the accuracy of their results. 

With that part of the work out of the way, the authors next turned 
their attention to other matters. The underwriting manual of the Fed- 
eral Housing Administration lays down a procedure for the appraisal 
of residential property which emphasizes the necessity for viewing 
every individual residential site as an integral part of a larger neigh- 
borhood and for judging every neighborhood not only against com- 
peting neighborhoods, but also against the economic background of the 
region in which it lies. Chapters i, ii, iv,and v, and much of Appendix 
II, are devoted to applying this procedure on a grand scale, using the 
Lower East Side as the neighborhood under scrutiny; the residential 
sections of New York City, and the “bedroom” suburbs in the states 
of New York, New Jersey, and Connecticut as competing areas; and 
the entire New York Metropolitan region and its hinterland as the 
economic background. 

Occasional errors in. cross-references and in computation indicate, 


perhaps, that the manuscript was prepared for the printer under rigid 
time limitations. The lapses of this type which the reviewer detected 
were relatively unimportant. The technique employed, the broad array 
of supporting data which are of importance far beyond the limits of 
the New York region, and the stimulating sweep of the text combine 
to make this a volume which should interest not only economists, but 
planners, bankers, students of urban housing, and geographers as well. 


Putte H. Cornick 
Institute of Public Administration 
New York City 


Housing and Regional Planning. By HERMAN Kosse. New York: 
E. P. Dutton & Co., Inc., 1941. Pp. 233. $3.00. 


Here are presented the blueprints for rehousing an expected seven 
million families in the New York metropolitan region, partly by tearing 
down and replacing the congested slums with apartment buildings 
oriented toward the sun and partly by the construction of hundreds of 
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villages on the periphery of the central city. Mr. Kobbe, assuming 
that this great population will select either seashore or mountain re- 
sorts for recreation, has provided for long rows of cottages and hotels 
along the ocean and a scattered array of hotels among the mountains. 

The author assumes the maintenance of a flow of income that will 
insure the continued growth and purchasing-power of New York City 
and he assumes that the authority he proposes to create will be able to 
exert the power of organizing and financing such a vast project. In- 
credible as this plan may appear in view of the present archaic or- 
ganization of the building industry, the bottlenecks in the form of 
monopoly prices for labor and materials, the thousands of petty sov- 
ereignties in individual lot ownerships and the complicating problems 
of the closing of streets and the creation of new public utilities, this 
grand conception could be realized by a mobilization of the nation’s 
resources in a manner similar to waging a great war. The author’s 
plans are on a grand scale, and the vastness of his conception stirs the 
imagination. However, it is a bit unrealistic to assume the scrapping 
or abandonment of great thoroughfares like Seventh Avenue and the 
outlying branches of the subway and the wrecking of buildings that 
represent a capital investment of billions of dollars. While a master- 
plan for the gradual rebuilding of our cities, beginning with the most 
decayed parts, is more prosaic, it is a goal more likely to be achieved 


under our present organization of society. 
Homer Hoyt 


Chicago Plan Commission 


Wage Differentials: The Case of the Unskilled. By CARRIE GLASSER. 
(“Columbia University Studies in History, Economics and Public 
Law,” No. 476.) New York: Columbia University Press, 1940. Pp. 
169. $2.00. 

This is an interesting exploration of a neglected field. It does not 
deal with the differences in wages between occupations and degrees of 
skill, with which Adam Smith, Mill, and Cairnes were concerned, but 
rather with the differences between industries and regions in the wages 
of “unskilled”’ labor. It is of course true that even this class is not per- 
fectly homogeneous and that there are wide individual differences with- 
in this group, which may account in whole or in part for such differences 
in wages as exist. But the effect of these disturbances is at least greatly 
minimized by Dr. Glasser’s comparing the average wages of unskilled 
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labor in the various industries and regions rather than examining the 
frequency distribution of such wages within each industry. 

Dr. Glasser shows from the statistics of the National Industrial Con- 
ference Board and the Bureau of Labor Statistics: (1) that for un- 
skilled labor, differences in hourly earnings and rates, weekly earnings, 
and annual earnings tended to be permanent during the years from 
1920 to 1937 and were therefore not merely short-time phenomena; 
(2) that there was a relatively high degree of rank correlation between 
the relative hourly rates and earnings in the various industries and the 
relative weekly and annual earnings; (3) that the average hourly en- 
trance rates of unskilled labor in the South for the years 1926-37 
tended to be only two-thirds of the corresponding rates in the North, 
i.e., 31.1 cents as compared with 45.9 cents. 

The chief causes for these relatively persistent differentials are ana- 
lyzed as coming from the imperfect mobility of labor and perhaps toa 
lesser degree from the immobility of capital as well. There are not only 
financial costs of moving, but also deficiencies in knowledge, the tugs of 
sentiment, and the inducements to stay in one spot, which are created 
by personnel policies, such as seniority systems, company housing, and 
the opportunities for family rather than individual employment. All 
these factors stand in the way of such a redistribution of labor as will 
bring the marginal social productivities of labor in the various regions 
and lines of industry to an approximate equality. The Southeast with 
low marginal productivity in agriculture nevertheless maintains a high 
birth rate and a high rate of population growth. This ‘‘surplus” popu- 
lation is not easily absorbed or perfectly mobile, and this is one of the 
most potent causes for the wage differences in manufacturing between 
the North and the South in the ranks of the unskilled. 

Taken all in all, the study is distinctly creditable and should help to 


pave the way for further inquiries. 
Pau H. DovucLas 


University of Chicago 
Labor Problems in America. Edited by EMANUEL STEIN and JEROME 

Davis. New York: Farrar & Rinehart, Inc., 1940. Pp. xvi-+-goo. 

$3.50. 

The present volume undertakes “‘. . . . to present a rounded picture 
of the American industrial worker and his world, viewing them from the 
standpoints of the worker himself, the employer and the government.” 
Impressed by the extent to which the events of the past few years have 
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affected labor, and increasingly have led the government to formulate 
policies and programs to deal with the problems of labor, the authors 
feel that a new statement of our labor problem is justifiable. And in re- 
stating the problem they have sought, in accordance with events which 
have tended to subordinate some topics and to magnify others, to 
shift the emphases from those formerly found in textbooks on labor. 

In organization and content this volume does not depart greatly 
from what has come to be a more or less conventional pattern in texts 
in the field of labor. Book I is concerned with the major problems of 
the wage-earner: unemployment, industrial accidents, hours, wages, 
substandard workers, etc. Book II traces the history of the American 
Labor movement down to 1933. Book III, “The Workers’ Approach 
to the Labor Problem,” deals with the present status of union organi- 
zation, with the A.F. of L.-C.L.O. controversy, bringing the history of 
the labor movement down to date, and with organized labor’s program 
and methods. The employer’s approach to the labor problem is dealt 
with in Book IV. Convinced that most books on labor problems pay 
too little attention to the employer except as an adversary of labor, 
considerable space is given to personnel management, financial incen- 
tives and profit sharing, and various plans for promoting employee se- 
curity, as well as to anti-union activities. Book V deals with the state’s 
relation to labor. The ten chapters making up this book deal variously 
with the attitude of the courts toward various union and employer ac- 
tivities, protective labor legislation, and social insurance. Book VI 
offers a thumbnail sketch of the labor movement in Great Britain, pre- 
Nazi Germany, France, and Russia. A concluding chapter deals with 
the international relations of labor. 

It is the opinion of the reviewer that this volume is not as well or- 
ganized and thoroughly integrated as it might be. This, perhaps, is a 
consequence which is difficult to avoid in an undertaking involving 
joint authorship. More important is the relative space, and presum- 
ably weight, given certain subjects. For example, in a volume of ap- 
proximately nine hundred pages, the problem of unemployment is 
given only nineteen pages. This, of course, may merely reflect the 
above-mentioned change in emphasis sought by the authors. It is diffi- 
cult, however, to avoid the feeling that while most parts are excellently 
done, the subject matter in Book I, ‘“Workers’ Problems,”’ is not given 
as extended and rigorous treatment as it deserves. 

H. D. Wor 
University of North Carolina 
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Canadians in and out of Work: A Survey of Economic Classes and 
Their Relation to the Labour Market. By LEONARD C. Marsu. (“Mc- 
Gill Social Research Series,’’ No. 9.) Toronto: Oxford University 
Press for McGill University, 1940. Pp. xx+ 503. $3.50. 


This ambitious statistical work attempts to present a factual pic- 
ture of the Canadian working force, unemployed as well as employed, 
over the post-war period. As No. g in the series planned by Mr. Marsh, 
with five volumes yet unpublished, it is offered as the “perspective 
number,” some of the subjects treated being “little more than an out- 
line’ of what appears or will appear amplified in other volumes. The 
entire series proposes to furnish a basic social perspective for Canada. 

Because the last general census of Canada was taken in 1930-31, 
comparisons necessarily hinge on the occupational records for that 
year. Changes for the decade previous are satisfactorily set forth but 
for the thirties, where comparison is attempted, reliance is placed upon 
piecemeal and sometimes doubtful source data, which in their total are 
less than adequate for bringing the perspective for all Canada down to 
date. Statistics of workers by occupations are favored over statistics 
by industries. 

In presenting the changing totals of employment much is made of 
the ebb and flow of workers from agriculture and other areas of self- 
employment into urban industry and out again as prosperity and de- 
pression follow each other around the business cycle. Prosperity makes 
for industrialization, depression the reverse. Back of this “‘second di- 
mension”’ movement lies the change in numbers of the whole working 
population originating largely in the changing proportions of immigra- 
tion and emigration. 

The outstanding feature of the book consists in the grouping of all 
occupations into eleven status classes or vocational levels (farmers and 
farm workers are not included) and presenting the figures throughout 
by means of these inclusive categories. Application is made to the eth- 
nic proportioning of the working population, comparative access to 
school, the distribution of income, incidence of unemployment, and 
changing proportion of employment. Status, we are told, turns not on 
any single matter but on a complex of many factors, notably skill, ex- 
perience, general education, responsibility of task, rate of agreeable- 
ness of work, and personality; and in the practical applications the 
categories are presented in the descending order of status as judged by 
the author. Thus does the concept of noncompeting groups of Cairnes 
and his followers blossom into full flower when watered by the sociolo- 
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gist and nourished by the varied nutriments provided by our complex 
industrial order. 

Inasmuch as this status classification is a fundamental element in the 
majority of the ninety-seven tables and thirty-eight charts, the success 
of the venture will hinge on its merit and acceptability as a tool of anal- 
ysis. Some will be hostile to it simply because of its unfamiliarity. It 
has the weakness of every attempt at composite groupings, viz., of sub- 
merging the particular in the general and concealing much that should 
be revealed. Obviously it is better fitted to some uses such as depicting 
the incidence of unemployment (which increases in rather neat corre- 
spondence with the descending order of status), than for others such 
as indicating the lines of occupational mobility. To read of the category 
‘Responsible or Supervisory’’ that it includes such diverse occupations 
as factory foremen, railway engineers and conductors, ships’ officers, 
policemen, detectives, and firemen, is enough to illustrate the limita- 
tions for the latter purpose. In the rapidity of post-war change it is 
short-run mobility that occupies the spotlight, and this requires not 
only similar levels of skill, training, and general education, but skills 
of the same kind. Though in the long run, as the author implies, mo- 
bility may be effective throughout the status class by virtue of com- 
mon culture level and similar conditions of recruitment, immediately 
it is only effective within the occupation, or among occupations very 
closely alike. 

Apart from what may be inferred from a footnote in Appendix B, 
which makes recognition of an American classification entitled A Social- 
Economic Grouping of the Gainful Workers of the United States, the ap- 
proach bears the mark of the pioneer. The style is facile, though sug- 
gestive at times of hasty composition and arrangement. The charts re- 
flect a great amount of work in drawing and shading. 


H. A. LoGaN 
University of Toronto 


Public Regulation of Competitive Practices in Business Enterprise. By 
Myron W. Watkins and the Division oF INDUSTRIAL ECONOMICS 
OF THE CONFERENCE Boarp. 3d ed. New York: National Indus- 
trial Conference Board, Inc., 1940. Pp. xxi+355. 

This is the second revision (third edition) of this volume, first 


published in 1925 and revised and enlarged in 1929. The present 
valuable handbook brings the discussion of developments down to the 
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beginning of 1940. The book is essentially restricted to the federal 
regulation ‘‘of the methods by which trade patronage is solicited and 
strategic positions in the market are sought” (p. xi). Hence, antitrust 
policy in relation to industrial consolidations and trade-association 
activities is omitted. 

A too brief introductory chapter is intended to provide a setting 
for the balance of the volume by characterizing the important modern 
changes in methods of marketing. Chapter ii interprets the scope and 
nature of common law regulation and concludes that it often was 
inadequate, particularly because of (1) its inability to deal with newer 
types of unfair competition, and (2) its administration fell entirely on 
the courts which “‘are not organized for vigilance” (p. 32). 

Chapter iii briefly characterizes the legislative and administrative 
developments from the Sherman Act to 1940. In chapter iv, “The 
Regulation of Price Policies,” certain general issues are briefly ex- 
amined followed by detailed reviews of the regulation of less-than- 
cost selling, price discrimination, resale-price maintenance, the basing- 
point price system, and guaranties against price decline. The analysis 
is, of course, brought down to the newer laws, as the Robinson-Patman 
Act and the Miller-Tydings Amendment. The discussion, as through- 
out the entire volume, is thoroughly documented, but it does not add 
to the readily available materials. The author, to some extent, em- 
ploys imperfect competition analysis (see the basing-point discussion 
especially) but does not make a systematic endeavor along these lines. 

Review space allows only for the mere mention of chapter v, ‘“The 
Regulation of Sales Promotion Policies,” and the discussion of ‘“Trade 
Relations Policies”’ in the following chapter. The Trade Practice Con- 
ference procedures are succinctly described in chapter vii in relation 
to the four phases through which they have passed since their inception. 
It is concluded that now Trade Practice Conferences “‘represent little 
more than a gesture of good will on the part of the Commission and a 
token of good intentions on the part of business.”’ In chapter viii 
supplementary regulations, such as the requirement of minimum 
standards and labeling, are examined. 

The final chapter quite properly summarizes and raises some gen- 
eral issues. Only two of the latter will be discussed; namely, the evalu- 
ation of the Federal Trade Commission’s procedures and the discussion 
of the role of voluntary action. It is held that it was sound that the 
findings of fact of the Federal Trade Commission were made conclu- 
sive, not merely presumptive, and that power of enforcement of its 
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orders was withheld “without judicial review of the applicability of 
the law to the facts found” (p. 274). It is pointed out that the great 
majority of cases have dealt with relatively obscure business enter- 
prises, and it is held that there is a place in our regulative machinery 
for such an administrative tribunal “‘to warn transient business con- 
cerns against the use of fraudulent and predatory tactics” (p. 275). 
The Commission is criticized for lack of dispatch in handling its work. 
More fundamentally, it is also criticized for trespassing upon the ter- 
rain of the Department of Justice in prosecuting conspiracies in re- 
straint of trade. The Commission could well simplify its task if it 
more frequently refused to act (since it has discretionary powers) 
unless the public interest were clearly involved. Finally, the author 
stresses that the quality and effectiveness of regulation derives from 
the voluntary support of the “more responsible and perspicacious 
elements of the business community” (p. 282), for without that “all 
the police forces an expense ignoring government could marshal would 
be inadequate to enforce a tolerable plane of competition.” 

In the Appendix are a valuable summary record of the Federal 
Trade Commission proceedings by fiscal years to 1938 and a bibliog- 


raphy of documents issued by the Commission. 
E. T. GRETHER 


University of California 


Monetary Management under the New Deal: The Evolution of a Man- 
aged Currency System—Its Problems and Results. By ARTHUR WHIP- 
PLE CRAWFORD. Washington: American Council on Public Affairs, 
1940. Pp. x+382. $3.75. 

The author’s premise is that recent domestic monetary develop- 
ments are steps toward the creation of a managed currency and are 
parts of a far-reaching program of economic planning. He retraces 
every step taken by the Washington authorities through the shifting 
sands of monetary action. Each footprint, so to speak, is microscopi- 
cally examined, and, frequently, as in the case of silver, the sand is 
sifted. The result is an extremely detailed account of official action 
which includes lengthy excerpts from presidential and other official 
speeches and statements, legislative histories of Congressional acts, and 
chronologies of episodes such as the gold purchase plan. By confining 
himself to official and semiofficial sources, the author has achieved a 
factual objectivity that, although indicative of conscientious thorough- 
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ness, prevents the bringing to bear of a critical evaluative faculty. 
This method of attack results in a journalistic superficiality particular- 
ly in the latter sections of the book where an attempt is made to weigh 
the achievements of New Deal policy actions. On the matter of ex- 
change depreciation, for example, the work of S. E. Harris is not ac- 
corded even passing reference. The account of the workings of an in- 
ternational gold standard leaves much unsaid. Thinking on the mat- 
ters mentioned in this book is not confined to Washington. In short, 
the author would have done well to have examined more carefully such 
nonofficial publications as he lists in his footnotes and Bibliography and 
to have consulted other economic writings. 

The first section of the book retells the story of the Hoover admin- 
istration without adequately commenting on the severe monetary de- 
flation then in progress, although space is taken to reprint extensive 
excerpts from the Roosevelt-Hoover campaign dispute about our hav- 
ing been within two weeks of going off the gold standard. The second 
section traces the course of action with reference to the banking crisis, 
gold, silver, gold clause suits, the 1933 London conference, etc. Here 
is to be found a very complete record of official actions. The third sec- 
tion continues the story with chapters on silver purchases, gold move- 
ments, capital movements, banking legislation, and federal reserve 
control measures, to mention only leading chapters. Completeness ex- 
tends even to an account of the congressional breakfast talk broad- 
casts of former Representative Binderup of Nebraska. 

As has already been observed, what is lacking throughout is a criti- 
cal sense as to what to discard as nonessential and an ability to deal 
with the subtleties of monetary theory and policy. The work of com- 
pilation has been done with meticulous care. There are surprisingly 
few errors of fact in the mass of information that has been presented. 
Anyone wishing to trace through a particular phase of a recent mone- 
tary episode will find this book an aid. He may wonder to whom refer- 
ence is made when he reads that a certain view is held by “orthodox 
economists” or by “accepted authorities.’”” He may wonder if the au- 
thor has grasped the true significance of the frequently repeated cliché 
that go per cent of all business is transacted by credit. He may regret 
that no charts and only fourteen tables, all reprinted from official pub- 
lications, are used in setting forth the masses of data with which the 
author has chosen to bombard his readers. And he may find the au- 
thor’s frequently cryptic style tiresome, especially the one sentence 
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paragraph device. But he may wish to have this book at hand if he 
finds use for a monetary annals of the New Deal, which title to this re- 
viewer seems appropriate for this volume. 
Epwarp C. Simmons 
University of Michigan 


Public Finance. By ALFRED G. BUEHLER. 2d ed. New York: Mc- 
Graw-Hill Book Co., Inc., 1940. Pp. xx+846. $4.00. 


Professor Buehler’s textbook has grown about one-third in bulk, 
much of the increase being represented by new chapters on federal and 
state grants, accounting and financial reporting, and regulatory taxa- 
tion. Most of the rest of the new material is on budgeting procedure, 
shifting and incidence, an’! income taxation. The order of the old chap- 
ters remains unchanged. Taxation occupies about half the volume, ex- 
penditures a sixth, debt a seventh, and the rest is accounted for by the 
introductory chapters, the budget, accounting and reporting, and non- 
tax revenues. Thus the book is reasonably well proportioned for use in 
a general course in public finance, though in view of the importance 
that government borrowing has assumed in the past decade, relatively 
more space might have been devoted to debt. 

The chief merit of the book is its dispassionate approach to con- 
troversial problems and its willingness to let the student see all sides of 
an argument. The author has no dogmas to maintain, except perhaps 
an undue belief in the power of ‘‘expediency,”’ and he takes care to in- 
dicate the extent to which knowledge is lacking. No predispositions are 
permitted to stand in the way of a sober estimate of what the future 
may bring. His approach thus reflects a sense of responsibility that is 
never absent, even in the most minor passages; and on many of the 
major issues there is a clear appreciation of what is, and what is not, 
feasible. Another feature is the historical perspective in which virtually 
all the major topics are viewed and the considerable amount of material 
on foreign fiscal systems. Great care has evidently been exercised to se- 
cure the latest data from all reliable sources. 

Against these advantages must, however, be put several substan- 
tial defects. The book does little to challenge the student’s power of 
analysis or to excite him to explore. It tends to break off with sum- 
maries of various views when the problem becomes complex (the sec- 
tions on “‘The Ability To Pay Theory” and “Proportional versus Pro- 
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gressive Rates” are illustrations), or to deal in lists of possibilities or 
self-evident propositions (as in the section on “‘The Effects of Borrow- 
ing”). In this sense the treatment is on a fairly elementary level 
throughout. There is ample statement of general aims and general prin- 
ciples; indeed, sometimes the relevant factors are presented as a series 
so compact and general that it may be doubted whether the student 
will assimilate it. A more liberal use of real or hypothetical instances, 
worked out in some detail, might prevent the student from gliding over 
difficult and important technical issues (e.g., the nature of equalizing 
grants, pp. 150 ff.; accrual versus cash accounting, p. 256; the various 
sacrifice theories, p. 381; equalization of assessments, p. 407). The gen- 
eralizations are sometimes little more than propositions so obvious that 
even the beginning student may feel irritated (e.g., some of the prin- 
ciples of government expenditure on pp. 61-62; some of the “‘important 
peculiarities”’ of governments as borrowers, pp. 721-23; the premium- 
discount discussion, p. 742). Puzzling technical terms or measures are 
sometimes left unexplained (e.g., ‘‘teacher units,’’ p. 151; the Wiscon- 
sin surtax technique, p. 564). 

Perhaps some space could have been released for analysis and detail 
by reorganization of the material. Chapter iii, on “General Considera- 
tions and Expenditures” needs integration with chapter viii, ““Eco- 
nomic and Social Aspects of Public Spending.’’ Chapter vii, ‘Federal 
and State Grants,” might gain by being consolidated with the material 
on grants and shared taxes on pages 701 ff. Many statements are re- 
peated, sometimes close together, and a considerable amount of con- 
densation would be feasible in several of the statements of principles or 
objectives (e.g., pp. 245-47, 291-92, 396-97). 

About a dozen errors of fact were noticed; all of them were minor, 
but, together with several misprints and slips of the pen, they indicate 
less careful checking than could be desired, especially in a second edi- 


tion. 
Cart SHOUP 


Columbia University 


A Forum on Finance. Edited by Grorce B. Roperts. New York: 
Columbia University Press, 1940. Pp. x+233. $2.50. 
This volume contains fifteen addresses delivered by bankers, gov- 
ernment officials, and academic economists before the evening Banking 
Seminar of the School of Business of Columbia during the academic 
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year 1938-39. The papers are mainly of an expository character and 
cover a wide range of problems of domestic and international finance, 
including among other topics German fiscal policy, old age reserves, the 
foreign exchanges, the future of gold, the Federal Reserve System, de- 
posit insurance, and the roo per cent plan. 

Though summaries cannot be given within the limits of this review, 
several of the observations may be noted. Professor W. A. Brown, 
writing on the future of gold in light of the situation in 1938, thought it 
unlikely that we would return to the old gold standard which “was in 
effect a world-wide sterling standard”’ (p. 192) or adopt universal ex- 
change control, but that we were “most likely to see in the near future 
....@ Continuous attempt to develop a workable managed interna- 
tional gold bullion standard .... with a minimum of gold redistribu- 
tion’’ (p. 196). Mr. Morgan, in his discussion of German finance, ex- 
pressed the view that “as long as the authoritarian state remains in 
power and exercises necessary controls, nothing is apt to cause a col- 
lapse except an overwhelming need for foreign exchange or a foreign 
war.” (p. 22). Professor F. D. Graham in his statement of the case for 
the 100 per cent plan makes the observation—to which many econo- 
mists would take exception—that a country bank borrowing from a 
Federal Reserve bank could, on the basis of the earlier reserve require- 
ment, “multiply its loan from the Federal Reserve Bank about four- 
teen times” (p. 52). Professor Heilperin concludes his discussion of in- 
ternational monetary stability by expressing the view that exchange 
control should be abolished and that exchange funds should be inte- 
grated into the monetary system of the future. In his view, the objec- 
tive of fixed exchange parities “comports best with a revival of econom- 
ic internationalism and with the maintenance of liberalism” (pp. 92- 
93). Mr. Donald S. Thompson, in his discussion of the problems of de- 
posit insurance and bank supervision, draws certain conclusions favor- 
able to small banks and observes that “‘the case for branch banking has 
by no means been proved” (pp. 131-33). Dr. Goldenweiser defends a 
conception of Federal Reserve policy which is not rigid in character. 

Mr. Roberts has performed a service in making available to students 
and teachers a group of informative papers written in a pleasing in- 
formal style. If further volumes of this type are published, it is hoped 
that it will be feasible to include summaries of significant points 


brought out in the discussion of the papers. 
LEONARD L. WATKINS 
University of Michigan 
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The Michigan Retail Sales and Use Taxes. By Ropert S. Forp and 
E. Fenton SHeparD. (“University of Michigan Governmental 
Studies,” No. 5.) Ann Arbor: University of Michigan Press, 1941. 
Pp. viiit+154. $0.75. 

As Study No. 5 in the series ‘‘Michigan Governmental Studies,” 
published by the Bureau of Government of the University of Michigan, 
this volume should be appraised in terms of what it is intended to do. 
The Foreword states that these studies are “for the purpose of provid- 
ing citizens of Michigan and other interested persons with information 
on leading governmental problems.” The present study discharges this 
function in a thoroughly workman-like manner. It presents to the lay- 
man a good deal of information about retail-sales taxation in general 
and the Michigan sales tax in particular. It does not purport to present 
data, analyses, or conceptions that are novel to the professional econo- 
mist or tax practitioner familiar with the field of sales taxation. 

An introductory chapter tracing the causes of growth of retail-sales 
taxation and touching on the incidence problem is followed by a de- 
scription of the Michigan tax. Chapters are devoted, respectively, to 
administrative problems, comparative state practices, financial results, 
and constitutional problems relating to the Michigan retail-sales tax. 
Finally, the more recent use tax is described. A good table of cases and 
a selected list of references materially add to the value of the volume. 

Unquestionably, the legal and constitutional issues of retail-sales 
taxation have been most adequately developed by the authors. There 
is citation and discussion of nearly all the leading cases. (A notable ex- 
ception is the failure to mention the important companion cases to the 
case of McGoldrick v. Berwind-White Coal Mining Company [cf. p. 82]. 
The companion cases involved separate sets of facts of considerable 
importance.) The reviewer is of the opinion that the book would have 
been much better balanced had the treatment of fiscal and economic 
problems been expanded. It is highly probable that citizens would have 
found greater interest in a more detailed analysis of costs of adminis- 
tration, measurement of evasion, degree of regression, and similar prob- 
lems than they will display in perusing the lengthy discussion of deci- 
sions—many of which possess merely historical interest—concerning 
the constitutional! status of state sales taxes. 

The study might also have performed greater public service by at 
least mentioning some of the alternative revenue devices open to the 
state of Michigan and the arguments advanced for and against their 
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use. The authors mention the difficulty of stating ‘‘all pertinent facts 
with fullness and accuracy” and of drawing conclusions “with scientific 
impartiality and fairness” in the complex and controversial field of 
modern government (cf. Foreword). It would seem that they have, 
perhaps, been so much preoccupied with this difficulty that they have 
failed fully to exploit the literature and data already abundantly avail- 
able, upon which many valuable judgments concerning retail-sales 


taxation could have been based. 
Net H. Jacosy 
University of Chicago 


Early American Land Companies: Their Influence on Corporate Devel- 
opment. By SHAW LIvERMORE. New York: Commonwealth Fund, 
1939. Pp. xxx+327. $3.50." 

This book is of value to the land economist, the student of corpora- 
tions, and those interested in the legal development of business institu- 
tions. Its main theme is the influence of the early American land com- 
panies on the corporation whose ancestry is traced to guilds and 
boroughs, proprietary colonies, the proprietorship of New England 
towns and certain companies operating in Colonial times as well as to 
Dutch and French law. The corporation grew out of the desire of 
businessmen to organize without much red tape with or without 
official approval in contrast to the official chartered company which 
had been given monopoly privileges with its charter. In this develop- 
ment the land companies, from the Ohio Company of 1748 to the Ohio 
Company, started about 1786, but whose affairs were not settled until 
1870, played a prominent part. In the early history of the United 
States land attracted investment. It not only was “bait for the green- 
horns abroad, a spur to the restless at home”’ but was also “‘the criterion 
of political rights, the assurance of social status.’’? About one-half of 
the book is devoted to a history of eleven pre-Revolutionary land com- 
panies and nine post-Revolutionary ventures besides a number of 
lesser companies of both periods. Since it is the purpose to trace the 
legal institution, not much is said about settlement policies of the land 
companies, the number of people settled and their occupation of the 
land. The discussion of the activities of these companies is very objec- 

* Publications of the Foundation for Research in Legal History, Columbia Uni- 
versity School of Law. 

? Introduction, p. xxiv. 
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tive; in fact, serves as an antidote to those writers who read the “evils” 
of land speculation into many of the motives of political leaders, ex- 
plorérs, and businessmen of the times. The impression is left that the 
promoters lost more than they gained financially by their ventures. 

The evolving corporation suited the needs of the ‘‘adventurers” 
because of the ease of formation, ability to attract capital from those 
who had other occupations, the easy transferability of shares, long 
life of the institution and the manner in which authority could be dele- 
gated to a small responsible group. Two concluding chapters deal 
with the slowly developing, and for a while “crippling,” legislation and 
the “judicial inertia” of courts in recognizing the corporation. 


GrorGE S. WEHRWEIN 
University of Wisconsin 


Utilization of Corporate Profits in Prosperity and Depression. By O. J. 
Curry. (“Michigan Business Studies,” Vol. IX, No. 4.) Ann Ar- 
bor: University of Michigan, 1941. Pp. 131. $1.00. 

The brief but perhaps unfinished episode of the federal tax on undis- 
tributed corporate profits (enacted in 1936 and repealed in 1938) 
focused public attention upon a number of issues of fact and policy 
which remain largely unresolved. Among these issues are: stockhold- 
ers’ avoidance of individual income taxes through the retention of 
profits by corporations; the desirability of forcing a corporate manage- 
ment to obtain the approval of the individual stockholders—via sub- 
scriptions to new securities—before adding to the corporation’s capital 
by reinvesting its profits; and the role played by the accumulation and 
subsequent use of corporate surpluses in contributing to stability or 
instability in employment and dividends. 

Professor Curry here examines the relationship between the reinvest- 
ment of earnings by corporations during the prosperous twenties and 
the maintenance of dividends during the depressed thirties. Others 
have previously cited the evidence available on this point in the Treas- 
ury Department’s Statistics of Income, but the official figures have been 
subject to all the qualifications inhering in aggregates covering diver- 
gent movements. Professor Curry, on the other hand, has traced the 
behavior of each of seventy-two specific and important manufacturing 
and merchandising enterprises during the period 1922-36, inclusive. 
These corporations had gross assets aggregating $8 billions in 1921 and 
$11 billions in 1936. 
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Professor Curry’s conclusions are emphatic, and, though consistent 
with the implications of the Treasury’s figures as well as his own, they 
are sharply at variance with expert and other testimony presented 
against the undistributed profits tax before Congressional committees. 
He finds that “a very small portion of dividends withheld during the 
good years reached the stockholders during the poor years”; that there 
is “ample evidence to suggest that retention of earnings may easily 
have led to over-expansion of productive capacity”; that among the 
corporations studied, generous dividends were paid during the depres- 
sion years mainly by corporations whose earnings were well main- 
tained; that in nearly one-half the companies a much greater propor- 
tion of accumulated earnings was lost than was paid to stockholders; 
and that there appeared to be no relationship between reinvestment of 
earnings during the twenties and dividend payments during the 
thirties. 

The verbal exposition is somewhat marred by considerable repeti- 
tion, but the organizaton and presentation of the detailed tables con- 
taining a continuous fifteen-year record of the disposition of the earn- 
ings of seventy-two specific and important enterprises constitute a use- 


ful achievement. 
LAWRENCE H. SELTZER 


Wayne University 


Industrial Finance in India: A Study in Investment Banking and State- 
Aid to Industry with Special Reference to India. By SAROJ KUMAR 
Basu. Calcutta: University of Calcutta, 1939. Pp. xvii+436. 


Of the four hundred and twenty pages in this book less than one- 
third is devoted to a description of the ways in which Indian industry 
has been financed. A further chapter of forty-three pages is occupied 
with the author’s recommendations for improving the situation, and 
the remainder of the volume is concerned with methods of finance in 
other countries. 

The author’s primary interest is in long-term funds, the Indian 
owners of which are “‘proverbially shy.” Six “‘principal agencies” are 
mentioned, as follows: (1) joint-stock banks, (2) managing agents, 
(3) the state, (4) local banks and loan offices, (5) indigenous bankers 
and money lenders, (6) deposits placed with companies by the public. 
“Joint-stock”’ banks are the regularly chartered banks in India, but 
they inherited the earlier British tradition of making short-term loans, 
primarily for commercial operations. They have done little except to 
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help out with current funds. During the swadeshi (Independent In- 
dian) movement of 1906-13 several so-called ‘industrial banks’’ were 
set up for this purpose, but their business was so poorly or so dishon- 
estly managed that ‘“‘no less than 34 per cent of the total paid-up 
capital of Indian joint-stock banks was lost during the period 1913-17.” 

A special chapter (vi) is given to the role of the managing agents. 
In India this term applies to what is usually a firm which promotes a 
concern, raises a part of the money, and then receives a contract, 
sometimes exceedingly profitable and in perpetuity, to manage its af- 
fairs. While this method is almost universal in India, the author finds 
it unsatisfactory because the interests of the investors are too often 
sacrificed to those of the agents. 

Another chapter (vii) deals with state financing. A few driblets have 
been voted by the central government and since the World War of 
1914-18 various provincial and also several “‘native’’ state governments 
have entered this field. The former were almost universally failures, 
but the latter met with a much greater degree of success. The author 
believes this was due to “‘the definite attitude of moral support and 
the all-round policy of encouragement adopted by the Native States”’ 
(pp. 235-36). 

Indigenous (old-fashioned native) bankers have sometimes provided 
funds, some of them even making long-term investments. Some tea 


plantations pay these gentry “from 12 to 21 per cent” (p. 124). The 
method of asking for deposits from the public has placed large sums 
at the disposal of some successful industrial groups, especially of cot- 
ton manufacturers in both Bombay and Ahmedabad. 

There are several references to the conflict between Indian and “‘non- 
Indian” interests. Furthermore, ‘‘wherever a pattern has been sought 
. ... [India] has invariably turned to Japan.” 


D. H. BUCHANAN 
University of North Carolina 


Path to Freedom: The Struggle for Self-government in Colonial New 
Jersey, 1703-1776. By DONALD L. KEMMERER. Princeton: Prince- 
ton University Press, 1940. Pp. xvi+384. $3.75. 

Before 1890 historians of Colonial America treated romantic themes: 
the epic of colonization, the French and Indian War, the Revolution. 

The years 1700-1750 became a “‘neglected period,” which—after 1890 
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—engaged the attention of H. L. Osgood, C. M. Andrews, and others. 
In consequence, the history of the eighteenth century was broken into 
parts, with but an imperfect correlation between the prosaic “‘neglected 
period” and the stirring events of the Revolutionary era. 

Mr. Kemmerer, in his history of New Jersey, 1703-76, has viewed 
the whole period as a unit. He has traced, year by year, the conflicts 
which finally led to the Revolutionary War, emphasizing particularly 
the struggle between the lower house and the governor and council for 
control of the provincial government. His work gives a sense of con- 
tinuity not often found in histories of eighteenth-century America. 

The elected house fought tenaciously for privileges. Before 1763 it 
sought control over finance. It made specific appropriations, denied 
that the council could amend money bills, fixed executive salaries, 
granted money for brief periods as a means of keeping its power to 
coerce the governor, supervised the expenditure of money voted for 
military purposes, and tried to control the paper currency. 

The lower house also decided contests involving the qualifications of 
its members; it regulated the suffrage franchise; it apportioned repre- 
sentation among the counties; and it repeatedly demanded a triennial 
act. It denied that the governor’s instructions had the force of law; it 
tried hard to fix officers’ fees; and it insisted that judges should serve 
during good behavior—not merely at the king’s pleasure. 

After 1763 several claims of the lower house which Britain had not 
recognized (such as the right to control paper money) continued to 
cause strife. More important: Britain’s new taxation policy threatened 
to deprive the lower house of the gains it had previously made. In this 
threat Mr. Kemmerer finds the cause of the Revolution. 

Behind the struggle for political power there existed a conflict in 
which the New Jersey proprietors and the creditor class (represented 
by the governor and council) opposed the yeomen and debtors, repre- 
sented in the elected house. By 1740 the growing power of the middle 
class led Governor Lewis Morris (of the local aristocracy) to ask Britain 
to curb the democratic lower house. In. his account of the events after 
1763 Mr. Kemmerer loses sight of this internal conflict. Did the pro- 
prietors and creditors become loyalists? 

Mr. Kemmerer seems to deplore the American Revolution; at least 
his account of the events leading to it will not offend British readers. 
Despite the success of paper money in New Jersey, he frequently ex- 
presses his distaste for that expedient. He writes as an intelligent con- 
servative who is instructing his readers in the art of governing with 
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moderation, honesty, and liberality, in such a way as to avoid tur- 
moils. 

Less legalistic than the work of Osgood and his school, Mr. Kem- 
merer’s study makes one aware that people lived within the frame- 
work of institutions. His sketches of the governors of New Jersey are 
enlivening. By virtue of incisive thinking and concise, lucid writing, 
he has produced an admirable reference work, packed full of sharply 
defined, intelligible facts, from which he has extracted an interesting 


narrative. 
Curtis NETTELS 


University of Wisconsin 


New Directions in Our Trade Policy. By Witt1AM DIEBOLD, JR. 
(“Studies in American Foreign Relations,” No. 2.) New York: 
Council on Foreign Relations, 1941. Pp. x+174. $2.00. 

This volume, published by the Council on Foreign Relations as the 
second in a series of studies in American foreign relations, discusses the 
new directions in the trade policy of the United States which may re- 
sult from the present war and its aftermath. It does so in an objective 
manner. Unlike many current discussions of foreign-trade policy, it 
shows little evidence of special pleading or of letting the wish be father 
to the thought. Here is no easy optimism. The author sees the prob- 
ability that the post-war foreign-trading system of the United States 
will not be one in which “tariff bargaining is a prime mover, nor the 
re-establishment of the market the chief goal.”’ He sees also the likeli- 
hood that the direct governmental control of foreign trade, which in- 
creases as the war lengthens, will tend to persist after its close. In the 
economic world which the war is creating in this and other respects, the 
United States will find it difficult to pursue a liberal trade policy, at 
least one constructed along traditional lines. Hope is expressed, how- 
ever, that America will seek “laissez faire ends” even though not “by 
laissez faire means.”’ Also envisaged, but not too sanguinely, is the pos- 
sibility of the creation, on a preferential basis, of more or less liberal 
trade relations among certain wide areas or groups of countries, such as 
between the Americas or between the members of an Anglo-American 
bloc. 

As is usual in such discussions, a vain effort is made to show sta- 
tistically the effects of the Hull trade-agreement program on the foreign 
trade of the United States in the period 1934-39, inclusive. Even for an 
ordinary period it is difficult to isolate statistically one factor, such as 
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trade agreements, and measure its effect; for a period such as the later 
1930’s, when so many and such diverse factors were operating, it be- 
comes utterly impossible to do so. On general grounds, of course, it can 
be confidently asserted that decreases in duty on more than one thou- 
sand items, most of them involving reductions of one-third to one-half 
of existing rates, must have had some effect in stimulating United 
States imports. Moreover, any increase in imports which may have 
thus resulted, together with the improved treatment secured for Ameri- 
can products in trade agreements, must have had some stimulating 
effect on United States exports. Unfortunately, however, there is no 
way of measuring the results in either case, or of comparing them with 
the results from other factors. 

The fact is that the significance of the trade-agreement program 
derives less from the immediate and positive trade gains which it may 
have stimulated than from the trade losses which it prevented and from 
the tendencies which it checked or reversed. Certainly, the program 
has reversed the direction of the trade policy of the United States itself 
and has provided one of the few rallying points for the believers in 
liberal trade policies throughout the world. Moreover, it has proved an 
effective “‘stop-loss’’ device in respect to the export trade of the United 
States. In a world in which foreign trade was being progressively re- 
stricted with the United States export trade as the favorite target of 
quota and licensing systems and as the principal victim of the strong 
tendency toward the bilateral balancing of trade, the Hull program has 
enabled the United States in some instances not only to check the 
spread of restrictive measures aimed at United States exports but also 
to secure some liberalization of existing restrictions. If, for example, 
the trade agreement with the United Kingdom did not achieve as far- 
reaching reductions in the newly established British duties and Empire 
preferences as had been desired, yet that agreement did check and, toa 
moderate degree, reverse the tendency toward increased protectionism 
and toward increased preferences to the dominions and colonies on 
products of special interest to the United States. 

The discussion in chapter iv of whether under war conditions the 
trade-agreement program can be expanded unduly minimizes the pos- 
sibilities, if not the probabilities. For instance, it appears to be taken 
for granted that, owing to the failure of negotiations with Argentina 
and Uruguay in the fall of 1939, no wartime agreement can be made 
with those countries. This assumption does not seem well founded in 
view of the fact that new negotiations with both countries were an- 
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nounced on May 13 and are now in progress. It is also assumed that, 
under war conditions, it will not be possible to proceed further in mak- 
ing trade agreements with British Empire countries. Against this view 
may be put the contrary one, strongly held in some quarters, that now 
is the time to attempt to place the trade relations between the United 
States and the British Empire on a permanently sounder and more 
liberal basis by strengthening the present trade agreements between 
the United States and Canada and by making thoroughgoing agree- 
ments with the other parts of the British Empire. Necessarily, such a 
program would involve further reductions in the imperial preferences 
in return for substantial reductions in United States duties on articles 
of particular interest to the British Empire. Whether, in fact, action 
along this line is feasible at the present time may be doubted; certainly, 
many and grave difficulties stand in the way. Involved is the whole 
question not only of the commercial relations between the United 
States and the British Empire countries, including the fate of the Em- 
pire preferential system, but also the relations between the United 
States, the United Kingdom, and Latin-American countries. 

A realistic view is taken of the significance of trade agreements with 
Latin-American countries. Clearly indicated are the limitations of such 
agreements as a factor in the development of a “‘hemisphere economy,”’ 
or in increasing the trade between the United States and Latin Amer- 
ica. The situation is summed up as follows: ‘“The Hull program alone 
cannot solve the hemisphere’s difficult problems, but for the present it 
can ease some of the strains and, linked with other measures, it may 
provide the first step toward a more comprehensive solution.’”’ Less 
realistic, however, is the tendency to lump together all Latin-American 
countries without sufficient emphasis on the crucial fact that the South 
American countries of the temperate zone present far greater problems 
in connection with “continental solidarity” than do the tropical Latin- 
American countries. Consideration should have been given to the ques- 
tion of whether, and under what conditions, the temperate-zone South 
America can be permanently tied into the economy of the Western 
Hemisphere, particularly in the event that the present war ends with a 
Hitler-dominated Europe. 

The future of liberal trade policies in general, and of the Hull pro- 
gram in particular, will turn, in the first place, of course, upon the out- 
come of the present war in Europe. If Nazi Germany should win, and 
if the British Empire should be broken up, the logic of the situation 
would appear to point toward the formation under United States lead- 
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ership of as large a bloc as possible of Western Hemisphere countries 
committed to economic and trade warfare with Germany. If, on the 
other hand, Hitler should be defeated, or if a stalemate should leave the 
British Empire intact, then the future course of trade policies will turn 
upon the answers to a number of questions. Assuming the continuance 
of the Hull trade-agreement program, one of the most important of 
these questions will be whether the United Kingdom will change its 
policy and go along with that program to the extent of foregoing all 
preferential treatment for its export trade and its foreign investments, 
or whether it will continue its pre-war and war policy of using its 
deficit trade balances with respect to certain countries to secure such 
treatment. A related question is what will be the developments with 
respect to the British Empire preferential tariff system. Much will turn 
on whether that system is further expanded, or whether it is broken up 
or is extended to include the United States, or the United States and 
other American and, perhaps, some non-American countries. 


Oscar B. RyDER 
Washington, D.C. 


War-Time Economics: With Special Reference to Australia. By E. 
RONALD WALKER. Melbourne: Melbourne University Press (in as- 
sociation with Oxford University Press), 1939. Pp. 174. 5s. 

This little book was written in the first six weeks of the war and was 
published before the end of 1939, so that it is not in any sense a record 
of Australia’s war-time experiences. That record will come and should, 
in Australia’s case, be both interesting and illuminating. The econo- 
mists who have contributed most fully to our understanding of recent 
economic developments in Australia are again in a strategic position to 
describe their war experiences and experiments. 

Professor Walker’s book, though belated in reaching the United 
States, is still opportune. It analyzes the factors to be considered in 
organizing the economic effort of war. Since the United States is to be 
the “arsenal of democracy,” the basic problems with which it is con- 
cerned are present here also. It isa very compact, and at the same time 
penetrating and revealing, outline of the economic factors in modern 
war. Unlike many such outlines, it is the work of an able economic 
theorist who at the same time applies his reasoning to the practical 
circumstances of a relatively simple economy. 

The book begins with definitions of the factors involved and pro- 
ceeds at once to the essential problem of “organizing real resources.”’ 
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There is a careful survey of the ways in which unemployed labor can be 
drawn on and other sources of labor increased. The next chapter deals 
with the necessity of developing a greater measure of industrial self- 
sufficiency in Australia. There follows a wise chapter on price-fixing 
and price control. 

But the real heart of this little book lies in the discussion of war 
finance and the elaboration of a “Financial Plan for Australia.” In 
very summary terms the plan is for the Commonwealth Bank, at each 
stepping-up of expenditure, to create sufficient credit to finance the 
new outlay. At a later stage this new credit would be taken out of 
circulation by increased borrowing from the commercial banks or the 
public and, as opportunity offers, by increased taxation. The timing 
and interconnection of such policies is worked out in broad outline; but 
essentially it is a plan “to time any increase in taxation or borrowing so 
that it will take money out of circulation only as or after expenditure 
out of Commonwealth Bank finance increases the money in circula- 
tion.” This is in accord with Professor Walker’s insistence on dealing 
with “‘real resources” and not being balked by traditional peace-time 
views of monetary orthodoxy. 

The significance of this book is twofold. It is a skilful application of 
modern monetary theories to the practical problems of mobilizing na- 
tional effort for war purposes. And, while allowance must obviously be 
made for different econumic conditions in Australia and the United 
States, it was written when Australia’s economic mobilization was in 
much the same early stage as the American effort in the spring of 1941. 

J. B. ConDLIFFE 
University of California 


Research in International Economics by Federal Agencies. By SANFORD 
Scuwarz. New York: Columbia University Press, 1941. Pp. 
Xxxix+357. $1.75. 

Mr. Sanford Schwarz has contributed a thoughtful and highly useful 
book on the research done by the federal government. The Introduc- 
tion deplores our “documentary cemeteries.” It notes that in 1937 the 
government spent 144 million dollars for research, and he defends such 
research “since the conduct of public affairs cannot wait upon the 
fortuitous coincidence of private research interests with official anxie- 
ties” —though much of the research is to serve the public rather than 
to find bases for public policy. 

Mr. Schwarz makes his approach not as a bibliographer but as a 
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student of government. His Introduction defends government re- 
search, discussing its importance and relation to policy-making. He 
defends the wide interpretation he gives to “international economics” : 

The tendency to look on international economics narrowly has unfortu- 
nate results. One of these is to fortify the primacy of legal postulates over 
economic reality, so that even tariff-making is held to be a matter of purely 
domestic concern [p. 34]. 


To describe the research relating to the reciprocal trade agreements pro- 
gram without pointing to economic programs of contrary tendency would be 
one-sided and something less than candid [p. 35]. 


Part I (153 pages) discusses the research agencies of the federal 
government: some three dozen bureaus, divisions, or commissions, 
stating their legal jurisdiction, their organization, and the nature of 
their research output. A critical evaluation is attempted, e.g., in the 
discussion of the validity of the difference-in-cost rule of tariff-making 
and of the usefulness of the research involved in trying to apply the 
rule. 

Part II (134 pages) discusses fields of research and reviews by sub- 
jects the material relating to national economy, international economic 
organization, and international economic relations. Then follows a 
Finding List of forty-five pages and an Index of fifty-seven pages. 

The author is not the first to review government publications. But 
his work scarcely overlaps Laurence F. Schmeckebier’s Government 
Publications and Their Use (rev. ed.; Brookings Institution, 1939). 
Mr. Schmeckebier’s somewhat larger book is descriptive, not critical. 
It discusses bibliographies, the availability of state constitutions and 
state laws, court decisions, and administrative regulations, and devotes 
thirty-seven pages to governmental publication of maps. Then it has 
twelve pages explaining that technical and other departmental re- 
search publications are too numerous to be dealt with. Mr. Schwarz 
has invaded this part of the field with discrimination and success. 


BENJAMIN B. WALLACE 
Washington, D.C. 


Canadian Marketing Problems: Ten Essays. Edited by H. R. Kemp. 
Toronto: University of Toronto Press (Chicago: University of Chi- 
cago Press], 1939. Pp. viit+152. $2.50. 


The ten essays in this volume are based on material presented in a 
series of lectures delivered at the University of Toronto. Their pub- 
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lication marks the addition of marketing to the regular courses offered 
by that university. 

Of interest to American readers is the fact that this series of lectures, 
marking the beginning of the teaching of marketing at a major Cana- 
dian university, was published in 1939, just one year before the formal 
recognition by the American Marketing Association of twenty-five 
years of organized association effort on the part of marketing teachers 
in the United States and a similar recognition in the publication by 
the American Academy of Political and Social Science of a volume on 
“‘Marketing in Our National Economy” (Amnals, May, 1940). Also 
of interest to the American reader is the frequent recognition of the 
importance of foreign trade in the Canadian economy. In fact, two 
of the ten essays are devoted exclusively to that subject. 

Nine of the essays are written by Canadian professors and business- 
men and give clear indication that the study of marketing in Canada 
has not awaited the recognition of marketing as a subject of study in 
the University of Toronto. The writers utilize both American and 
Canadian sources, and material is drawn from the experience of both 
countries. One of the ten essays was written by Dr. D. R. G. Cowan, 
then vice-president and now president of the American Marketing 
Association. 

The Appendix shows in clear tabular form the marketing research 
data available in the Canadian Census of Merchandising. 


Frep E. CLARK 
Northwestern University 


Leviathan and the People. By R. M. MacIver. University: Louisiana 
State University Press, 1939. Pp. ix+182. $2.00. 


This volume contains in Part I the three Edward Douglass White 
lectures which were delivered at Louisiana State University in 1939. 
Part II consists of observations and reflections on various topics which 
were discussed in the lectures. Here the cogent and often brilliant 
analysis of writings is combined with a critical appraisal of writers to 
make clear the major premises of the author. 

Once more Professor MacIver submits the thesis, for which he is 
perhaps the ablest exponent in this country, that the end of human 
striving and progress lies in the attainment of the democratic ideal. 
So considered, there is an inevitability of democracy because its roots 
lie ultimately in the self-directing power of personality. As a form 
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of state, democracy may be identified by two criteria: (1) a “‘distinc- 
tion between the state and the community” which allows for a sphere 
to the individual in which government may not interfere and (2) the 
“free operation of conflicting opinions” (pp. 70-71). Dictatorships, 
which are a complete negation of democracy, are of temporary charac- 
ter and break the “‘longer trend toward democracy” (p. 16); every 
“alternative to democracy is subject to a charge more fatal than any 
that can be laid against it” (pp. 88-89). 

Without Professor MacIver’s faith in historical inevitability, one 
can believe with him that the democratic principles which he em- 
phasizes will endure, although the political forms of which he speaks 
may be in danger of vanishing. One seriously doubts whether the po- 
litical forms of democracy can be maintained today without an ability 
and readiness to fight for them, and one wonders whether a people can 
gird itself economically to combat an international fascism without 
ceasing to meet the criteria of democratic forms laid down by Maclver. 
A protest may be directed at the shocking generalization that ‘‘on the 
legalist side the Bodin-Hobbes tradition has persisted, having been 
revived in the Bentham-Austin doctrine, and receiving present-day 
expression in such writers as John Dickinson” (p. 154). Between 
Bodin and Hobbes, if the term “sovereignty” must be resurrected 
again, there lies most of the gulf between constitutional and uncon- 
stitutional governments which Professor MacIver has termed an 


antithesis between democracy and dictatorship. 
TAYLOR COLE 
Duke University 


Germany Rampant: A Study in Economic Militarism. By ERNEST 
HamBiocu. New York: Carrick & Evans, Inc., 1939. Pp. 297. 
$2.50. 

German development appears as a perfectly logical sequence, from the 
dark days of Arminius to the sinister epoch of Hitler. . . . . Germany of to-day 
is a perfectly logical evolution of Germany’s past as a whole. All modern Ger- 
man manifestations are derived from German philosophical teaching. . . . . To 
argue that in her modern evolution Germany is being false to her past is 
scarcely more than a specious justification, or else a charitable defence, of 
German philosophy. ... . Nazi intolerance and intemperance are no passing 
German phase to be conjured away with fair words and political concessions. 


These quotations from the Preface are fully characteristic of the 
book as a whole. The author is a highly cultured and well-read man 
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who shows a dialectical talent in writing a prosecutor’s brief against 
an entire civilization. Obviously, he has an ax to grind, and he collects 
as well as interprets his material for the purpose of supporting the case 
against “‘sinister’’ Germany. The candid reader cannot help but feel 
that the link connecting, say, Hegel and Nietzsche with the aski marks 
or Luther with the Bagdad-Bahn is just as artificial as the “logical se- 
quence” from Arminius to Hitler. 
MELCHIOR PALYI 
Central Life Insurance Company of Illinois, 
Chicago; and University of Wisconsin 


Municipal Indebtedness: A Study of the Debt-to-Property Ratio. By 
Leroy A. SHATTUCK, JR. Baltimore: Johns Hopkins Press, 1940. 
Pp. 145. $1.25. 

This monograph contains several contributions to the literature on 
municipal debt. One chapter, by a series of hypothetical cases, empha- 
sizes a point which has rather generally been overlooked, namely, that 
a debt-to-property ratio takes no account of the varying debt service 
burdens which result from debts of different ages, interest rates, and 
methods of retirement. Other chapters abound in well-chosen illus- 
trations, largely from New Jersey and Massachusetts municipalities, of 
the various other short-comings of the usual debt-to-property ratio. 
For example, the pyramiding of debt burdens by overlapping units is 
exemplified by statistics from local units in three New Jersey counties. 
Analysis of this fault in the New Jersey limit, however, ought to have 
been supplemented with a careful examination of the experience in four 
states which have over-all limits. The reader is left without an answer 
to the pertinent question of whether or not over-all debt limits are 
practicable. The author demonstrates the superiority of a three-year 
moving average assessment base over a one-year base when assess- 
ments are falling. The analysis was not extended to a period when as- 
sessments are rising. A contrast between a three-year average and 
a five-year average (used by New York) would also have helped to 
make the treatment of a proper base more definitive. Very satisfactory 
are the illustrations which show how debt limits are nullified by exclu- 
sions of certain indebtedness from the debt limit computation. 

The good descriptive and illustrative material in this study unfor- 
tunately is not matched by inferences of a high order. An exposition in 
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detail of the faults of present debt limits might well have been followed 
by specific conclusions as to feasible substitutes and modifications. The 
author contents himself with a rather hasty survey of various proposals, 
condensed into thirteen pages and significantly entitled “Trends in 
Debt Control.” Such proposals as different limits for municipalities of 
varying sizes, a percentage limit on exempted debt, the use of legal in- 
vestment laws as debt regulators, over-all limits, and state adminis- 
trative regulation might have been subjected to more critical analysis. 
If a half, or a third at least, of its pages had been so devoted, this mono- 
graph would have been of greater scientific importance. Such an effort, 
even though the results might not have been conclusive in all cases, 
would have been more useful in advancing knowledge about proper 
debt limits than the forty pages devoted to an historical treatment. 
This duplicates work already satisfactorily done in earlier doctoral dis- 
sertations. 

In a few places a different choice of terminology would have resulted 
in greater clarity. In Table 2 the reader may be in doubt as to whether 
“amount of locally shared revenues” refers to total state-collected 
locally shared taxes or only to local shares therein. The term “over- 
lapping debt”’ is a more widely accepted one than “overlying debt”’ (see 
chap. v). A better series of data for Tables 20, 21, and 22 would have 
been total capital outlays, rather than capital outlays financed by 
loans, provided the former were available. At least the significant dif- 
ference between the two might have been indicated. 


A. M. HILLHOUSE 
University of Cincinnati 
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